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RODUCT planning may be de- 
he thought and activity 

which go to determining the form, 
ind variety of economic com- 
ies. This includes such work 
research, development and design, 
hematical calculations of strengths 
the evolution of mecha- 

the performance of particular 

the creation of attractive 
considerations affecting the 

dels to be made, and so 


planning does not include 
znufacture. Of course, the 
{ manufacture are involved, 
ecause it is not possible to 
machine or a commodity in 
thout thereby more or less de- 
the method of its operation 
n. The possibilities of 
sign are likewise governed 
lable manufacturing tech- 
their various economic and 
peculiarities. The connec- 
product planning and 
acts both ways. 
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PLANNING STANDARDIZED COMPONENTS 
TO SECURE VARIETY IN PRODUCTS 
By T. N. WHITEHEAD 


Product Planning and Instability of 
Demand 


For the most part, problems in prod- 
uct planning, as in any other economic 
activity, are tactical rather than stra- 
tegic in their scope. Broad questions 
of policy are taken for granted, and 
attention is focused on the ways and 
means of achieving the desired end. 
Up to a point this is plain common 
sense, but there is danger that policy 
may be unduly neglected with the re- 
sult that the wrong goal, or even no 
particular goal, is pursued with great 
technical skill. Itis more than possible 
that the present industrial depression is 
the outcome of some such situation. 
In other words, it seems likely that 
many of the ills to which industry is 
prone are not the result of inadequate 
technique so much as a failure to define 
a desirable social and economic situa- 
tion which, as a measure of self-pro- 
tection, it should be the aim of industry 
to achieve. ‘This clearly is bad busi- 
ness; moreover, the fact that there is no 
one remedy for such a situation calls 
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for a consideration of policies from 
every possible angle. 

I shall endeavor to illustrate one such 
angle by considering a problem whose 
solution lies, partly at least, in the field 
of product planning; namely, the grow- 
ing instability of consumers’ demands. 
This instability is one of the factors 
making for inefficient industry, and it 
seems in part to be the direct result of a 
present industrial trend, which unwit- 
tingly runs directly counter to a funda- 
mental biological law and thus creates 
its own economic difficulties by foster- 
ing an unhealthy social situation. This 
problem is especially interesting be- 
cause, if the diagnosis is at all correct, 
the solution seems to be well within 
present possibilities of product plan- 
ning. ‘That is, better product planning 
can both reduce the degree of instability 
manifested and, at the same time, lessen 
the disadvantages to industry of what 
instability still remains. 


Principles Governing Biological 
Adjustment 


The biological law can be stated in 
three propositions: 

1. Man, like all forms of life, has the 
faculty of adjusting himself to his 
environment. 

2. Nevertheless, man’s power of ad- 
justment is not unlimited, and it is 
equally true to say that his existence 
depends on the presence of a very 
special kind of environment closely 
adjusted to himself. 

3. It is not enough that man and his 
environment should be closely adjusted, 
for man needs to assist in the adjust- 
ment as an exercise of his faculties. 

The first proposition is a common- 
place; we all adjust ourselves to the 
varying conditions of life. 

The second proposition requires some 
expansion; to a certain extent this also 
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is obvious, for clearly we could Neither 
survive the heat of a furnace nor th 
cold of interstellar space, nor even «, 
absence of oxygen to breathe, [ay. 
rence J. Henderson has taken this prob. 
lem much further! and has asked 
“What are the necessary general cop, 
ditions to which an environment mys 
conform in order to be suitable for life 
as we know it?” As I understand it, 
Professor Henderson’s answer js bot} 
simple and very significant; it amount 
to this: An environment suitable {; 
life must possess a considerable measure 
of stability, sufficient to form a frame. 
work for orderly organization (life js 
more and more being understood jz 
terms of “‘organization”). At the same 
time, the environment must not be 
too stable, for it needs the plasticity 
necessary for organization to develop 
Finally, the environment must be ex- 
tremely rich in alternatives; 1.¢., it must 
possess a great variety of possibilities 
to give opportunity for such a complex 
organism as a living creature. 
To paraphrase: the environment must 
be flexible with an underlying stability 
and it must be immensely various. 
Professor Henderson examines our 
physical environment in great detail 
and shows that it is almost uniquely s0 
constituted as to combine these char- 
acteristics in the highest possible degree. 
The third biological proposition 1s 
that man requires to take a hand in the 
adjustment of his own environment. 
This is really very obvious. In con- 
mon experience, which man is the 
happier: the one who by his own exer- 
tions has achieved an honorable pos 
tion among his fellows and has earneé 
the necessary purchasing power 1 
satisfy his needs and aspirations; or the 
other man who has exactly the same 
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| social position but was born 
esent status with no oppor- 
occupy his interests and 
he first is a man with a 
adjust; the second has the 
t performed for him. (I am 
referring to the so-called 
’ of poverty, but com- 
lternative ways of achieving the 
nparative wealth.) 
who of us has not felt a thrill 
tment when we have ourselves 
job of work? It may be 
ver remark or the competent 
of a journey, or it may 
bigger; whatever it is, 
surest route to 


is the 


Man Adjusted His 
Environment? 
in what ways can mankind gain 
faction of adjusting its environ- 
it? There are many ways, both 
tal and physical, and a complete 
eration would cover human ac- 
y, but I think it obvious that one 
ortant part of our environ- 
ts of those material articles 
we surround ourselves, 
cars, tables, books, 
Moreover, these, to a 
| extent, are within our control; 
arrange and organize them as 


1 
lOuSeS, 


oon. 


primitive times a family 
1 the adjusting of its material 
the simple process 
the required commodities. 
family was hungry an animal 
Oked and eaten, and its 
clothing. A tree was a 
and every stone an 
tin the making. Those days 
rapidly, at any rate for town 

nd man no 
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longer has either the need or the oppor- 
tunity to fashion the raw products of 
the earth into usable commodities; 
instead he buys them at the neighboring 
store all ready for immediate use. This 
is significant in two ways. First, hu- 
man beings have lost one very simple 
means of manipulating their own en- 
vironment; to this extent they have 
lost the satisfaction of creation. Sec- 
ondly, the substitution of a more 
monotonous and (to the individual’s 
feeling) a less creative type of employ- 
ment has in fact enormously increased 
the number of commodities at any one 
man’s disposal. So we witness the 
dual tendency both to improve human 
environment, but at the same time 


to diminish his chances of creative 
satisfaction. 
This statement is not the whole 


truth, for one obvious chance for the 
exercise of creative activity has been 


omitted; namely, the possibility of 
selecting and arranging ready-made 
commodities. After all, the fashioning 


of a table out of a tree is nothing but 
the selection and arrangement of the 
earth’s material; this we cannot do, but 
we can similarly organize the shops’ 
material; the furnishing of our homes, 
or the commodity organization implied 
in motoring over to a friend for lunch, 
is just as much an exercise of the 
creative faculty as cutting down a tree. 
In either case, we are free to choose and 
to achieve; and it must be largely in the 
handling of consumers’ commodities 
that we gain these satisfactions so 
necessary for a healthy society. 


Variety Is as Necessary to Selection as Is 
Quantity 

Here it should be remembered that 

what is needful is not merely a numerous 

but various selection of com- 

modities which to choose. A 


also a 
from 
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world full of nothing but boots, however 
numerous they might be, is not the sort 
of place in which to exercise our choice. 
Quantity is required only as a means to 
variety; we need a great number of 
things, but they must be different sorts 
of things, so that we may not only 
satisfy our more obvious needs but also 
express our individuality in the choice 
we make among the various alternatives. 

Now modern industry has certainly 
given us a large number of commodities 
from which to choose, but are they so 
very different? In other words, are the 
bricks with which we build our personal 
environments sufficiently various to 
permit of an individual, personally fit- 
ting choice? I very much doubt it. 

In America at this moment there are 
in existence more than 20,000,000 auto- 
mobiles, while the number of different 
models is comparatively very small, but 
is it really the case that amongst 
millions of car owners the variety of 
real requirements is so very limited? 
The other day I was choosing wall- 
papers for my home. Although I am 
confident that the city contains count- 
less acres of wallpaper for sale, the 
variety is startlingly small. Anyone 
can verify this by noting the wallpapers 
in his friends’ homes; the same patterns 
turn up again and again. The same 
applies to almost any styled commodity 
thatcanbe mentioned. This, of course, 
is a natural result of modern methods of 
manufacture, in which quantity is 
achieved to a certain extent at the 
expense of variety; in some degree 
manufacture approximates to a state 
of “‘mass production.” 

Two questions arise: Is it possible 
to retain the advantages of economical 
production whilst obtaining the bene- 
fits of a greater variety? And is the 
problem of immediate importance to 
business anyhow? 
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Product Planning to Eliminate 
Instability of Demand 

I shall try to show that the answer i 
Yes in both cases, and that one soly. 
tion at least lies with the planners o§ 
products. Take the second point firs. 
what sort of behaviour might be er. 
pected in a society of which the 
members are starved of opportunities 
to express their individuality in the 
choice and arrangement of commodi- 
ties? Surely the probable result would 
be twofold: first, an increased em- 
phasis on individuality of conduct ip 
other directions and, second, an in. 
stability of demand for commodities 
leading to a thirst for mere novelty 
(as distinct from improvement). The 
modern tendency to ignore the claims 
of organized society in favor of “doing 
what you please” is obvious to every- 
one; expressing personal individuality 
by bizarre or antisocial conduct is 
not an invention of the present age, but 
its importance seems to be growing. 
The savage and the agricultural com- 
munity express individuality in the 
daily task, hunting, ploughing, ¢tc., 
and combine this with a deep belief 
in the value of a tightly organized 
society. The modern town dweller 
finds little scope for expression in his 
occupation and cannot fully compen- 
sate for this in the organization of his 
material environment; his society is 
becoming progressively disorganized 
This tendency must profoundly affect 
human social and economic life, and 
very far-reaching problems are in- 
volved; but the immediate bearing 0! 
these on business methods, though 
important, is rather obscure. I shall 
not pursue this point further, but 
shall proceed to the second effect of 4 
monotonous commodity environment; 
namely, instability of demand and 4 
thirst for mere novelty. 
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quently, I buy something I do not quite 
like; I find it on many of my friends’ 
walls (which further diminishes my 
sense of individual expression), and I 
am vaguely restless and snatch at 
novelty, not because the novelty fits my 
needs, but largely because it is novel. 

The result of all this is that, since the 
desire for a novelty is not based on a 
rational fitting of specific needs, this 
desire becomes aimless or capricious; 
it is in fact incalculable and subject to 
the chance of suggestion. Here results 
a curious paradox; for want of a better 
guide, the customers’ choice amongst 
novelties is guided by suggestion and so 
takes on the character of a mass, or 
herd, movement. Everybody tends to 
choose the same style, and individual 
expression is still further balked; thus is 
formed a vicious circle, in which a lack 
of variety tends to perpetuate itself, 
inducing an unnecessary tendency to 
act together and so further reduce 
variety, coupled with an increase in the 
capriciousness of future demands. 

The growing importance of advertis- 
ing is a relevant consideration here. 
This is immediately important to manu- 
facturers who complain of just these 
very characteristics: desire for novelty 
as such, coupled with no rational basis 
that can assist a prediction as to what 
novelty will prove a good seller. The 
fact that this is the logical outcome of 
restricting variety at a given moment is 
not sufficiently recognized; the attempt 
to do this has resulted in forcing the 
manufacturer to provide novelty (1.¢., 
variety through time) at a rate greater 
than is justified, either by the manu- 
facturing organization or by the evolu- 
tion of genuine improvement in design, 
and encourages that worst bugbear of 
all, capriciousness of future demand. 

Here, perhaps, it should be remarked 
that I am referring to the variety avail- 
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able to people of moderate income; the 
fact that almost anything is available 
anywhere at a price does not help to 
solve a widespread social problem. 
What is evidently required is some 
manufacturing organization which will 
permit of the economical production of 
a greater variety of commodities, cou- 
pled with a sufficient flexibility to 
enable a reasonable degree of change 
following progress in design. This 
would steady demand by giving it a 
rational basis for choice and at the 
same time broaden the variety de- 
manded, thus diminishing the “hit or 


miss’’ character of future demand. 


The Importance of Component Design 

This desirable result can be at least 
partly achieved by the rational devel- 
opment of component design. 

To begin with a simple illustration, 
which will show the essential character- 
istics of component design: compare the 
radiators of automobiles with those by 
which we heat our homes. ‘The essen- 
tial element of an automobile radiator 
is commonly built up into one piece; 
it can neither be enlarged nor changed 
in any way without actually cutting 
metal; moreover, if the manufacturer 
wishes to change the radiator in future 
models, he is compelled to cut his 
metals to new shapes (or, of course, 
cast, mold, etc.). This might be called 
the unit design of radiators. The heat- 
ing radiator of our homes is designed in 
another way, for, as can be easily seen, 
the radiator as a whole is assembled by 
bolting together a number of separate 
parts, or components, each of which is a 
unit in itself. Hence, though the unit 
cannot be subsequently modified with- 
out actually cutting metal, the size of 
the complete radiator can be changed 
by merely rearranging the component 
parts. Thus, alternative house radi- 


ators can be constructed by assemblig, 
varying numbers of standard uNits, a 
no alterations in the size and Shape of 
any one piece of matter are involved. 
lhis is an example of component 
design. 

Component design does not alway: 
lead to such flexibility in the eng 
product; for instance, the engine of ay 
automobile can be taken apart o, 
assembled with the help of a wrench and 
a screw driver, and such an engine is an 
assembly of components; this render: 
possible replacements without modify 
ing the size and shape of any single 
piece of matter; but it does not enable 
the engine to be itself varied in design, 
e.g., doubled in power by the addition of 
more units. 

Component design may have a num- 
ber of other characteristics, and t 
appreciate these we must consider th 
possible ways of organizing component: 
to form end products. The assembl; 
of units may be “simple” or “progres- 
sive.”” The house radiator is an ex- 
ample of a “‘simple’’ assembly in whic! 
a number of elementary parts—ze. 
several similar castings, two or mor 
long bolts, nuts and washers, etc.—ar 


placed in a relative position with respec 


to one another. 

An automobile gives an example o! 
progressive assembly, a typical arrange- 
ment being roughly as follows: the 
complete vehicle is assembled from 
such components as a body, a chassis, 4 
battery, gas, oil, water, grease. Som 
of these components have previous)} 


been assembled from subcomponents: 


thus, the chassis was built by placing 
their relative positions an engine, 


frame, springs, two axles, steering gear, 
etc. ‘These subcomponents were sim 
larly assembled from lesser components, 
the rear axle, for instance, from cast 
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ings, turned shafts, ball 
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The roller bearings are 
of rollers, races and possibly 


have a hierarchy; compo- 
f the first order (that is, single 
f metal) are assembled into 
rder components, these assem- 
third-order components, and 
the final end product is 
The real picture is, of course, 
nplicated; thus, perhaps a 
1 a fourth-order component 
assembled together with first- 
mponents (¢.g., bolts and nuts). 
uppose two pieces of metal 
ler components) are welded 
is the result a first- or second- 
ponent? The assembly in 
“irreversible.” 
| discussion of component design 
{ far exceed the limits of an 
; the point to notice in “progres- 
mbly,”’ however, is the tend- 
) proceed in stages of assembly, 
implest unit to the final end 
, via a series of subcomponents 
ing complexity. In my work as 
g engineer I have been very 
ressed both by the results of 
assembly as found in the 
of matter itself and also by 
ent to which the leading features 
embly are applicable to 
ring design. 
the Hierarchy of Physical 
klements alin 


most elementary form 

embly of two “substances” 
t misleading term for brevity); 
otons and electrons. All 
alike, and similarly there is 
‘nce between electrons so far 
wn. About go elements are 
nd there are good theoretical 
upposing that very few 
be discovered. These ele- 


) 


ments are assemblies, each consisting 
of a nucleus and one or more electrons. 
The third-order component is called a 
molecule and is formed by the chemical 
combination of two or more elements. 
This planet contains over 1,000,000 
different sorts of molecules. The next 
assembly gives us formed matter— 
stones, mountains, rivers, clouds, etc.— 
and of these no two are quite alike, the 
variety running into countless billions. 
Higher combinations are such struc- 
tures as crystals, the living cell, and the 
combinations of cells, forming plants 
and animals. 

Thus, the variety of the components 
at the various levels of the hierarchy is: 





Order of 
Component : re 
( End Name Variety 
ri 5 ¢ 
Product) 
I Proton and 2 
Electron 
2 Elements About 90 
Molecules Over 1,000,000 


Formed Matter 


i : Innumerable 
Higher Structures 


We Ww 





Some characteristics of the various 
levels can be summed up as follows: 

1. At every stage beyond the first a 
component is formed as an orderly 
arrangement of simpler components; it 
is the “‘ensemble,”’ or the organization 
itself, which gives the built-up com- 
ponent its peculiar character. 

2. At every level the variety of the 
components is greater than that at 
a lower or simpler level. Moreover, 
this increase of variety is very rapid; 
starting with two at the first level, 
countless billions are reached at the 
fourth. ‘The possibility (not the neces- 
sity) of this depends on a mathematical 
law and can be foreseen by any 
mathematician. 

3. On the whole, at every level the 
components will tend to have a less 
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universal application than those in a 
simpler level. The possibility of this 
also can be anticipated by a mathema- 
tician and is a common feature of every 
sort of hierarchy; ¢.g., the scope of 
action of a general manager is greater 
than that of his assistants, and so on 
down the scale. 

4. The endurance, or invariability, of 
the type throughout the ages is, on the 
whole, greatest in the simplest level and 
diminishes as complexity increases. 

These characteristics result in a sys- 
tem of progressive component assembly 
in which a very limited number of simple 
and enduring components are organized 
by stages into an enormous and flexible 
variety of end products. An examina- 
tion of the products of engineering 
similarly reveals some degree of organi- 
zation on the lines of progressive com- 
ponent assembly. 


The Hierarchy of Engineering Elements 


At the first and simplest level we 
find the raw materials of industry— 
metals, stone, earth, wood, and so 
forth. The number of these is not 
great, but the width of application of 
some of them is very great. The 
simplest (first-order) components made 
by man consist of such things as these: 


A. Chemical substances depending on 
their composition only (neither shape 
nor size involved)—e.g., liquid oxy- 
gen, pig iron, etc. 

B. Formed matter in which shape and 
size is relevant but is not completely 
adjusted to the final applications; 
e.g., metal rods, sheets, bars, tubes, 
etc.; wooden planks, and other stand- 
ard forms; wire; thread; etc. 

C. Formed matter in which the shape 
and size is finally determined and of 
general applicability; ¢.g., nuts, bolts, 
washers, balls for bearings, screws, 
nails, bricks, piston rings, buttons 
for clothes, hooks and eyes, spur and 
pinion wheels (in so far as these are 
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standardized), etc., and some { 
castings such as cast wedges = 
C'. Formed matter in which the shap 
and size is finally determined ‘ae 
used only for narrow applications. 
¢.g., most castings (such as cylinge, 
blocks for automobiles), back-2z\s 
shafts (automobiles), cloth as cut for 
individually fitting clothes, stampings 
for various purposes, many spur and 
pinion wheels—in fact simple, yp. 
standardized parts of all sorts (;, 
the “standard” is not recognized 
outside the limits of a particuls; 
company or very small groups) 


A 


. 


The second order of component; 
consists of assemblies of the first group 
(I am excluding end products from this 
list) : 


A. Simple standardized articles. 

E.g., hinges (for doors, ¢tc.), ball 
bearings, electric switches (not an 
end product, for it requires further 
assembly with an electric circuit), 
casters (for furniture), carburetors, 
etc. 

. Simple unstandardized articles; tha: 
is, second-order subcomponents which 
have an application only to one mode! 
of end products; ¢.g., the steering 
gear of any given model of automobile; 
in fact, most second-order components 
of any mechanical contrivance fall 
into A! rather than A. 


~ 


A 


Higher-order components show the 
same characteristic; namely, that of 
frequently, but not invariably, having 
a range of application no wider than 
one model of end product for which 
they were specifically designed. 

Thus, the organization of progressive 
component assembly as met with in 
industry lies somewhere between two 
rather opposite types, sometimes 4p- 
proaching one extreme and sometimes 
the other. One extreme is to desigi 
and to use each order of components 5 
as to utilize to the greatest extent it 
possible width of application; this is the 
method in which matter itself is organ- 
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ck hierarchy of components 
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f application than the 
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is specifically designed. 


Progressive Component 
ee Design 
m of progressive component 
ts in more flexible end prod- 
unit design or even simple 
nt design (the logical appli- 
unit design to more complex 
s). As between the two 
¢ types of progressive com- 
lesign, that type which stand- 
ch level of components and 
one component its greatest 
range of application is the 
thod which results in the possibility 
the most various (1.¢., least standard- 
range of end products, or con- 
rs’ commodities. ‘This sounds like 
paradox, but it is quite simply 
‘plained: in the case of an end product 
vhich the components are designed 
pecially for this one purpose, any 
ange in the design of the end product 
| necessitate shutting down manu- 
on several of the components, 
ist a wide variety of models will 
all the advantages of large- 
roduction. On the other hand, 
far as the end product is an 
bly of standard components with 





il, would merely involve the selec- 
of other standard parts. For 
le, a change of automobile design 

t seriously affect the manu- 
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facture of nuts and bolts, although 
other sizes may be selected by a given 
manufacturer. The limitations of this 
use of progressive assembly of stand- 
ardized parts will be considered in a 
moment; for the present, consider its 
advantages over the assembly of un- 
standardized or individual parts. 

These advantages flow partly from 
the greater ease of introducing both 
change through time (novelty), and 
change at a time (variety), due to the 
smaller disturbance of manufacturing 
processes involved. This makes for 
variety because the manufacture of a 
wide range of models by any one com- 
pany does not involve a miscellaneous 
variety of manufacturing processes, 
each on a small scale, but merely a more 
varied choice of standardized parts to 
be purchased, each particular line being 
bought in a correspondingly smaller 
quantity. Manufacture is dissociated 
from assembly and so increases stand- 
ardization in the former with advan- 
tages to production methods, whilst 
assisting individuality in assembly and 
in the final consumer’s commodities. 

The advantages to manufacture are 
many: 

1. A manufacturing program is not 
dependent on the fluctuations in style 
of any one end product; hence, a 
greater stability of type and of demand, 
change being introduced only as dic- 
tated by genuinely improved methods 
or materials. 

2. Greater width of application of a 
component not only increases the life 
of a given design, but increases its 
width of application at any instant, and 
so demand; this again assists eco- 
nomical manufacture. 

3. A manufacturing company, hav- 
ing a wide experience in the production 
of its particular line, will be in an 
excellent position to conduct research 
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and experiment leading to progressive 
improvement. ‘The increased demand 
would diminish the economical time 
intervals between such changes; more- 
over, the actual machines employed in 
manufacture might be designed on the 
same principle as the end products and 
so might further increase flexibility. 
Not all improvement in a component 
alters the use of the latter; ¢.g., an 
improved 14-inch bolt with a given 
pitch of thread would have the same 
nominal dimensions as before, but 
would adhere more closely to limits or 
be made from better steel. ‘Thus im- 
provement in components, wisely intro- 
duced, would not upset an assembling 
program. 

These are some of the manufacturing 
advantages of the progressive assembly 
of standardized parts. As regards as- 
sembly, this is usually more elastic than 
machine work, variations implying less 
scrapping and rearrangement of plant. 

A specific advantage would arise if 
the possibilities of assembling a greater 
variety of end products were fully 
exploited; for this would tend to put 
demand back onto a rational, and 
therefore predictable, basis; and unsuc- 
cessful models, not being tied with 
manufacture, could be quickly elimi- 
nated. Again, inasmuch as many new 
models fail to sell because of the defec- 
tive design of some component (which 
is as new and untested as the model 
itself), this danger would be greatly 
reduced. 


Objections Considered 


I have skimmed very lightly over a 
number of engineering and manufac- 
turing problems which cannot be elabo- 
rated here, but it is clear that there are 
certain limitations to this type of pro- 
gressive assembly. A question arises 


as to whether the variety required jn 
sizes and shapes of standard compo. 
nents would not be so great as to defea: 
its own ends. I can speak only from 
the standpoint of a mechanical engi- 
neer, but in this field, at least, | think 
that the objection does not hold. Bal). 
for bearings are manufactured to limits 
of about +0.0001 of an inch; this is not 
because such a small difference betweey 
two bearings would have the least jp. 
fluence on their action, strength, o; 
applications, but merely because th: 
balls must fit their races accurately and 
the latter must fit their housings. Con. 
sequently, ball bearings (which are 
standardized for practically all pur- 
poses) are made to very fine limits, but 
the intervals between successive sizes 
are quite coarse, commonly an eighth 
or a quarter of an inch on the diameter, 
depending on the types and sizes con- 
sidered. The same thing applies 
screws, nuts, washers, split pins, cotter 
pins, and a host of other simple 
standardized units. This would als 
apply to other similar parts not yet 
standardized, or only partly so, such 
as spur and pinion wheels, back-axle 
shafts for automobiles, etc. It must bi 
remembered that in the absence of an) 
such standards each designer uses indi- 
vidual dimensions, and a wide and 
meaningless variety of components re- 
sults. But the whole range of auto- 
mobiles could probably be easily me' 
by a choice of two dozen carefull) 
graded back-axle shafts, provided tha 
these alternatives were known to the 
designers in advance. ‘This sort 0! 
standardization already applies to bat- 
teries, and the required range of thes 
is small compared to that of automobil\ 
models; the same also applies in varying 
extents to magnetos (when used), elec- 
tric bulbs for homes and other use, 
carburetors, etc. 
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doing all they can to fit their products 
to the industry as they find it? Of 
course, a designer works for the profits 
of his company and is not expected to 
lead a crusade; to this extent all evolu- 
tion of method may be said to look 
after itself. But this is not the whole 
story. As between two or more alter- 
natives, we choose that one which seems 
to suit the case best; this applies to 
such diverse matters as sélecting be- 
tween candidates for a job or between 
designs for a mechanical contrivance. 
But after the more obvious pros and 
cons have been weighed and balanced, 
it often happens that no certainty is 
reached; so many factors have been 
ignored, or their importance roughly 
guessed, that the alternatives, though 
perhaps very different, about 
equally desirable. ‘This does not imply 
that the choice is thought to be im- 
material; it is often obviously vital, 
but Heaven alone knows the ultimate 
consequences involved in either deci- 
sion. ‘These are the moments in which 
we all seek guidance in some general 
principle, and one very powerful guide 
is a settled belief as to which alternative 
has the future with it; which, in other 
words, is “‘forward looking.” Anyone 
who has watched the introduction of 
radical departures involving serious 
financial risk must have observed that 
the ‘‘coming’’ method or device is 
habitually adopted before a cold calcu- 
lation of advantages would really war- 
rant the For the 
introduction of motor ocean ships oc- 
curred at exactly this stage, and the 
ship companies buying motor ships 
must have been influenced by the pos- 
sible advantages of gaining early experi- 
*“coming”’ 
makes 
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This alone 
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the very economies which the ship com- 
panies were hoping for and anticipating. 

I wish particularly to stress this 
point, for it is not always realized to 
what an extent the actual decisions of 
engineers and scientists generally are 
based on judgments backed by very 
inadequate data. A report as pre- 
sented to the higher executives may 
look logical and smooth enough, and 
mathematical reasoning has no doubt 
been freely used to assist the final judg- 
ment; but all this rationalization must 
not blind us to the fact that the selec- 
tion of data on which the argument is 
built, as well as the weighting of con- 
flicting evidence, depends in the last 
resort on sheer judgment and on noth- 
ing else. Consequently, in product 
planning (as in most other activities) 
the general trend is immensely influ- 
enced by any relevant idea which may 
cause the “slack” or “area of uncer- 
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tainty” to be taken up habitually in one 
direction rather than in another, Fo, 
this reason it seems probable that f 
product planners (engineers and others) 
were ever to feel the desirability of 
obtaining a wide variety of end prod- 
ucts by an intelligent standardiza- 
tion of components, this would jy 
itself be just as powerful an influence as 
has been the unfortunate idea that the 
benefits of large-scale production re. 
quire a rigid standardization of end 
products with the consequent impoy- 
erishment of their variety. outsid 

Obviously such bodies as trade asso- 
ciations, and possibly government in- 
vestigations and actions relative to 
ways and means of standardizing com- 
ponents, would assist; but these can 
only follow a general recognition of the 
need, and they are probably no more 
indispensable to a new form of stand- 
ardization than they were to the old. 
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| prod AN. \GEMENT always has been 
ardiza. he most important part of busi- 
ld j, ness, for goods could hardly be 
2 produced distributed without the 
the -nterprise and initiativeof man. Those 
MN re. sponsible for the operations of a 
f end siness have a difficult task, for 
npor nditions within their company and 
itside it are constantly changing. 

asso- Companies are most successful when 
t in- their executives have the greatest abil- 
meet new and changing condi- 

One executive sometimes has 

cal ; su r ability in part, but more 
the ten “ability” in management is 
10r created by a happy combination of 
i talents.! During periods of prosperity 
| erns appear successful be- 
their profits are large. People 

to believe that management 

msible, but subsequent depres- 
when these firms fail or their 
nts are changed, disprove 
Where more rapid but less 
changes than those brought 
business cycle exist, a 

y not fail nor may its 

nent be changed so quickly, if 
An analysis of the quality of 
gement in these companies is 


ult. 

re several tests that may be 
measuring the ability of 

ent, and these tests can be 
ome situations more easily 

thers. Naturally the obser- 
le must vary according to 
tances within a company, 
at work outside a company, 


1 Shaw, An Approach to Business 
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and the conditions present in the 
particular industry. No hard and fast 
rules can be given, and it would be a 
mistake to believe that any devices 
could be placed in a strait-jacket. At 
all times flexibility and adaptability 
in the use of the tests are essential. 
Were these tests applied to all com- 
panies, people might be less prone to 
believe that companies, which in reality 
were merely enjoying good fortune, 
were successful because of good man- 
agement; also such people might be 
more willing to give greater credit 
where it was due. 


Organization and Control 


One very good test of the ability of 
management is its organization and 
system of control. Control is defined 
as the government and administration 
of a business which not only furnishes 
effective coordination of all divisions 
and reasonable correlation of all activi- 
ties but also provides for proper delega- 
tion of authority and allocation of 
responsibility. A control system which 
brings about fine organization by effec- 
tively coordinating all the divisions 
of a business is a very good indication 
of ability in management. Indeed it 
can safely be said that ability ;in 
management and exceptional control 
are inseparable;? that one cannot be 





2In the booklet, The Growth of Chry poi published 
by the Chrysler Motor Corpor ation, the following 
statement appears: “‘The growth of Chanda is a 
romance of American industry. Ask Walter P. 
Chrysler what is the secret of it, and he will answer 
‘Fine organization’; ask the members of the organi 
zation what is the secret, and they answer: ‘Creative 
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had without the other. Naturally, 
methods of control must be as varied as 
business, and this emphasizes the need 
for great ability to devise that system 
which will give the best results. It is 
obvious that a chain of grocery stores 
would be best controlled by one kind 
of system, while a single manufacturing 
plant simultaneously producing a qual- 
ity product and a cheap product would 
be best controlled by another. Equally 
obvious are the different natures of the 
control problem that are presented in 
these two extreme cases. Occasionally 
the same system might be used and 
applied in an identical manner, but 
these would be the unusual and not the 
usual cases. Some managements are 
prone to adopt a system of control in 
one company because it has worked 
well in another. The duPonts, for 
example, adopted several policies in the 
General Motors Corporation which had 
worked well in the E. I. duPont 
de Nemours Company, and again 
adopted certain policies in the United 
States Rubber Company which had 
worked effectively in the General 
Motors Corporation. But in such in- 
stances, variations are necessary and, 
where cognizance is not taken of this 
fact, irregularities and_ inefficiencies 
creep in despite the management’s 
efforts to put its plan through. 

It is likely that the General Motors 
Corporation is as well-organized and 
controlled as any of the large corpora- 
tions in this country. The problem 
of managing this company was met by 
developing a decentralized executive 
force and administrative organization. 
Each division, such as the Buick Motor 
Company and the Frigidaire Corpora- 
tion, is in charge of an executive who 
has full authority in the particular 
division, subject only to general poli- 
cies. In order to have the greatest 
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possible cooperation between divisions 
a number of interdivisional-relation, 
committees were organized, thus enab. 
ling the functional executives of the 
various divisions to secure the benefit; 
of group action and group activity. 
The most important of these are the 
general purchasing committee, the gen 
eral sales committee, the operation; 
committee, and the works Managers 
committee. The membership of these 
committees includes the president and 
a vice president of the holding corpora- 
tion, as well as all the corresponding 
functional executives of the various 
divisions. Committee action, how- 
ever, is subservient to divisional author. 
ity, for it might or might not be 
accepted by the divisional representa- 
tives. This decentralized organization 
is a very important feature, but the 
corporation is controlled by a centra! 
authority; that is, all details of manage- 
ment are governed by the divisional 
executives, but coordination among the 
divisions is maintained and operating 
policies are dictated by the executive 
committee of the holding company. A 
finance committee working in conjunc- 
tion with the executive committee 
determines the general financial poli- 
cies. An effective system of reports 
keeps all the divisions, as well as the 
executive committee, apprised of the 
company’s general activities, and a 
well-developed system of budgets and 
standards affords a check upon the 
operations of each division. 

Any control system must be flexible 
and must lend itself to change, whether 
it be expansion, contraction, or innova- 
tion. The essence of control is flexi- 
bility, for its particular purpose is not 
only to keep all executives and all 
branches of a business apprised as to 
what the other divisions are doing, but 
also to keep the personnel in line and 
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control system must 
»-heaviness and must 
too much. The more the 
. and of information is 
ed with details, the less likely it is 
Executives today have 
consideration of the key 
the details must be 
of elsewhere. For example, 
(ea Company several years 
ertain important changes 
organization and adopted a 
le merchandising policy, 
being indispensable to an intensi- 
campaign which it was 
The salesforce was de- 
d, and branch managers were 
f from immediate supervision 
a by the appointment of 
1p managers, each responsible for a 
group of salesmen. Under 
w arrangement a branch man- 
time to plan sales, keep a 
heck on inventory, select his men 
and be a real executive.” 
the key issues and were 
considered for the first time 
the new plan. 
ancing of significant issues and 
ls, of course, is a delicate matter, 
lificult to know where the key 
ends and the details begin. 
balance in the flow of work and 
formation exists, it is evident that 
ability in management. Lack 
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lop the fine points. 
and precision in the installation 
velopment of a control system 


T 
U} 


VC. 


ues; 


were 


mation 


1 
C hy 4 
»5 VU 





eS Sl er oe I “wr iwmvyysaq#prew;#§,;? fr 


TESTING FOR ABILITY IN MANAGEMENT 


271 


are indispensable, as is evidenced by 
the experience of a large organization 
in recently installing a budget, one 
device of control. Prior to any at- 
tempt to install the budget, the execu- 
tives in charge sent preliminary 
literature and instructions to all the 
managers and key men who would 
later be involved in it. Meetings were 
held at the central office to clear up 
points and to afford an opportunity 
for those not favorably disposed to give 
vent to their ideas. Gradually, difh- 
culties were ironed out and impedi- 
ments were removed, so that at the end 
of two months the first blank schedules 
were circulated. At first, the estimates 
were somewhat out of line, and the 
reports were irregularly sent in from 
some of the departments. But by 
handling the offenders carefully and 
by offering assistance and encourage- 
ment, the budget became a smoothly 
working control device. At the end 
of six months the management of the 
company considered the installation of 
the budget one of the most important 
steps it had taken. Results seem to 
bear this out. Had the management, 
however, attempted to push the budget 
too rapidly, failure would probably 
have been the result, primarily because 
of lack of sympathy and support on 
the part of the personnel. ‘The saying, 
‘“‘Haste makes waste,” very definitely 
applies where the human element is 
involved. 

Many managements start out with 
good systems of control and then go to 
sleep, apparently believing that once 
a good control system is installed it 
will always remain a control 
system. ‘This can hardly ever be the 
case, because the business procession 
is moving on rapidly and_ because 
conditions are changing. If a com- 
pany wishes to maintain its position, 
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it must be abreast of the times, it 
must make changes. Every change 
is likely to necessitate some alteration 
in the method of control; for a manage- 
ment to neglect this or fail to see the 
need for a shift means that, instead of 
being a part of the procession any 
longer, it will merely be a bystander 
watching the parade pass by. Either 
a new management will be on its way 
or the inefficiencies of poor management 
will begin eating up the stockholders’ 
investment. 


Planning and Foresight 


Another indication of ability in man- 
agement is the amount of planning and 
foresight displayed by the manage- 
ment. Wherever a plan is involved, 
the future is probably a consideration, 
and if it is, foresight is an indispensable 
part of the plan. Until the World War 
there was little long-term (five years or 
longer) planning in business, the Ameri- 
can Telephone and Telegraph Company 
and the General Electric Company 
being the two outstanding companies 
which had previously been definitely 
planning their business. The former 
considers a twenty-five year period in 
its research and specifically plans for 
the next five years. The latter, since 
its inception in 1892, has always 
planned its business in such a manner 
that the costs incurred for building 
during periods of rapid expansion were 
absorbed almost entirely during the 
expansion period. This policy of “‘ pay- 
ing its way as it goes” has enabled the 
company to junk a plant or machine 
at the first signs of obsolescence, thus 
avoiding the normal tendency on the 
part of so many firms to excess capacity. 
Most managements, until recently, 
have acted first and paid later, each 
shift in the industry and in competition 
dictating their next move. The violent 
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swing in business in the past four years, 
however, has clearly indicated again 
the need for a better-organized business 
program; it is wiser to plan and they 
act than to act and then plan. Naty. 
rally the present depression makes 
everyone see current problems jn , 
different light, so that it is likely tha: 
much of what we are learning now wil 
be quickly forgotten in the next boom 
period. However, if well-managed 
firms like the two mentioned, and Others 
like Coca-Cola, American Tobacco, 
Jewel Tea, and Hamilton Woolen, pas; 
this trying period with few difficulties, 
others less fortunate will give more 
attention to planning when the excite- 
ment of another prosperity period 
becomes rampant. 

There are two phases to any plan: 
first, the elements of the plan itself: 
and, second, the method of carrying 
out the plan.* As between these two 
considerations it is likely that the latter 
is of more importance than the former, 
although the ideal situation would be 
that in which a fine balance existed 
between the plan and the method of 
carrying it out. A good plan poorly 
executed will bring mediocre results,‘ 
and a poor plan well executed may play 
havoc.® An average plan well carried 





3 Gerard Swope in one of his addresses upon plan- 
ning stated that the most important and most difficult 
part of any plan might be in carrying out the plaa 

* The International Paper and Power Company tor 
several years has been following a definite plan, the 
elements of which seem quite sound, but the company 
is still not an exceptionally profitable concern. The 
chaotic conditions in the industry, combined with a 
severe business depression, have by no means sim- 
plified the problem before the management of this 
company. It can be fairly said, however, that che 
rapidity with which the management has expanded 
the company in the last few years has undoubted!) 
retarded a better profit showing. 

5 The late William M. Wood of the Americas 
Woolen Company had a dream of building a model 
mill village. He laid a plan whereby this dream 
would become a reality. The plan, however, was 
poor because it was exceedingly comprehensive anc 
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; some ability in manage- 
better the combination of 
| its execution, the greater 


. large company adopted a 
mpletion of which was to 
five years. The elements 
in were exceptionally sound, 

incorporated the closing of 
t boor ‘ch-cost plants and disposing of them 
east loss to the company, the 
nt of low-cost plants near 
of raw material, and the 
¢ of other plants which were 
isly situated from a power 
standpoint. A plan in 
hardly have been sounder, 
-end of 1931 it did not seem 

lly The plan 
well executed: instead of 
g slowly and surely, the com- 
to expand very rapidly; it 
iny properties; it sold many 
of securities and absorbed 
some of its acquisitions. 
industry is in a poorer 
from a capacity standpoint 
t was five years ago, a small part 
difficulty being directly attribut- 
he company’s activity. It 
true that much of the capacity 
odern; but if it takes ten or 
irs for the industry to solve 
m before it, as is likely, much 
pacity which is modern today 
intiquated when there is need 
he stockholders of the com- 
| find out in the next few years. 
plan poorly executed brings 
re results, and it is as expensive 

head of a procession as it is to 
ind it. 
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successful. 


tunately, not all executives 
ime ability to devise a plan 





It was nevertheless executed to 
» result is Shawsheen Village, which 


the most part, as a monument. 
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or to carry one out, as examples 
already given clearly show—but 
stockholders and others cannot dis- 


cover this in short periods of time. 
Business being complex, it is hard to 
say why a given company is in difficult 
straits. Who, for example, a few years 
ago knew much in advance of the event 
that the International Combustion 
Engineering Company would fail, or 
more recently that the Radio-Keith- 
Orpheum would have the same experi- 
ence? Who, on the other hand, would 
five years ago have believed that the 
American Tobacco Company would 
rank first in its industry by 1930? 
One must note, of course, that the 
various companies face different 
problems. Some are easier to solve 
than others. Managements of equal 
ability might show up differently 
under different circumstances. Who 
would say that, if the management of 
the United States Steel Corporation 
were given charge of the American 
Sugar Refining Company, the ills of the 
latter would be solved? Or, if the 
management of the sugar company 
were given charge of the steel company, 
the trend of affairs of the latter would 
be much more unfavorable? The cou:i- 
ditions of the industries in which these 
two companies operate have been de- 
cidedly different, and the problems 
which these companies have had to 
meet have been in no way similar. 
The sugar industry has been in a chaotic 
condition since 1921, whereas the steel 
industry has fared well until the current 
depression. 

A plan should never contemplate 
too much or be carried out too rapidly,® 


6 Warner Brothers Pictures, Inc., for example, in 
August of 1926 exhibited its first sound picture in New 
York. From that date until 1928, conditions in the 
company and the industry were chaotic. Then 
theaters began to install sound equipment. Several 
of the company’s competitors had already acquired 
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for there is a definite limit to what 
can be accomplished well. The greater 
the undertaking, the more coordina- 
tion becomes a very difficult problem; 
and coordination cannot be rushed. 
It is a time-consuming phase of busi- 
ness; and since it is one of the more 
important phases, no mistakes should 
be made in a plan relative to it. Co- 
ordination can be gained only by effec- 
tive control, and, as already pointed 
out, to work out an effective control 
system is a painstaking task. Where 
a management speeds up its plan (as 
many aeroplane companies did in 1928 
and 1929) because there is a good 
securities market which will supply 
any amount of financing, it is likely 
that management lacks ability; at 
least, there are reservations as to the 
soundness of management. Further- 
more, it must be remembered that the 
fact that an executive has run a com- 
paratively small business successfully 
is no proof that he can operate the busi- 
ness equally successfully when it has 
expanded to huge dimensions. Many 
executives have sadly learned that the 
expansion which they fostered clearly 
displayed their own limitations. 





Warner Brothers owned Vitaphone, but 
had few outlets. Consequently, an expansion pro- 
gram was inaugurated to acquire outlets. As of 
December 10, 1928, the company had a simple capital 
structure composed of 550,000 shares of no par com- 
mon stock. Approximately one year later the com- 
pany had 288,056 shares of no par preferred, 2,627,406 
shares of no par common stock, and $70,023,622 of 
funded debt, and several chains of theaters which 
were not of the best class because the better theaters 
had already been purchased by competitors. Warner 
Brothers had not been exceptionally successful with 
its production, and if it is granted that sound was a 
revolutionary change in the art which would take from 
five to ten years to be properly developed, and that it 
takes from three to five years to properly assimilate, 
coordinate and control newly acquired chains of 
outlets, it can be seen that this expansion program 
was much too rapid. About the middle of December, 
1931, an action was brought to place the company in 
the hands of a receiver. 


theaters. 
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Furthermore, it is wiser to start with 
a plan which can be expanded o, 
altered as occasion requires than t) 
promote a plan which, when placed 
in operation, becomes highly inflexible 
and impossible of change. A plan 
usually influences all divisions of 4 
business, with the result that the larger 
and more comprehensive it is, the more 
is management likely to be forced to 
carry it out once it has been started 
There is nothing to be gained by a 
management’s attempting the spec. 
tacular; on the contrary, there is much 
to be lost, for whereas the spectacular 
may succeed once in a thousand times, 
it is likely to fail the other nine hundred 
and ninety-nine times. It is no mark 
of ability to attempt the impossible, 
even if the management should succeed. 
Furthermore, since the management 
is composed of the human element, it 
is a sure speculation that a second 
attempt will be made if the first long 
shot succeeds. Such a success is likely 
to produce a “‘Frankenstein.” When 
the crash comes, the probable conse- 
quences will be so varied and sweeping 
that a forecast of the damage would 
be foolish. 

In some instances a plan of large 
scope irrespective of flexibility may be 
the only alternative, this being es- 
pecially true where a company is filled 
with dry rot, where the management 
has been for a long time impersonating 
Rip Van Winkle, and where the com- 
pany generally feels that the procession 
which has passed it by was merely the 
“Parade of the Wooden Soldiers.” 
As a matter of fact, where conditions 
have become as bad as this, only the 
gambler’s chance remains. Daring on 
the part of the management—ane 
it will usually be new management 
in cases like this—is absolutely essen- 
tial. However, to know when daring 
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-y. to know that the occasion 
which demands it, is a real 
‘udgment of management. 
that such a condition 
when in reality it did not, is 
all connected with a com- 
. greatest of hazards. 

foreover, any plan should always 
‘der the time element. Any major 
- of a business requires time, 
must be nicely balanced. 
ent can neither afford to be 
w in carrying out its plan nor 
ince too rapid an execution 
\|l| factors involved must be 
| carefully and proper emphasis 
|uponeach. From such a study, 
dule of time should be worked 
vhich would need changing only 
ind unforeseen circumstances 

| changes in the original plan. 


Sequence f Policy Moves 


quence of policy moves is a 
t of managerial ability. All 
in business are directly tied 
r. If a change or alteration 
in one policy, it is likely that 
hifting or altering is necessary 
Failure to make a policy 
h was necessary would have 
e consequence as failure to see 
in a game of solitaire. Alert 
rs carefully adopt new policies 
inge old ones, for policies make 
lsgo’roundin business. There 
be too many false moves. 
ment cannot always be right, 
icceed it must be right fifty- 
ent or more of the time, and 
must have the ability to 
m the mistakes it makes. 
ience of business grows older, 
ideration is being more care- 
ighed. 
‘cessary to observe that there 
ence in policies—some have 
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long-term consequences and _ others 
have short-term consequences. ‘Thus, 


more time should be given to the in- 
stallation or alteration of policies in 
the first classification. Recently a 
company, in placing a new product on 
the market, adopted the policy of giv- 
ing one unit to every consumer who 
sent in two of the cartons in which 
another of its products was sold. Ob- 
viously, this policy had short-term con- 
sequences, inasmuch as the purchasers 
knew that the company would not 
continue to give its product away. 
On the other hand, several rubber com- 
panies which have always produced 
and sold tires under their own brands 
are now also manufacturing tires for 
mail-order houses under the latter’s 
brands. Such a policy has long-term 
consequences, as these rubber com- 
panies may find out later to their sorrow. 
Or, to take another example, where the 
results are already known, the pegging 
of copper prices at 18 cents a pound 
looked good while it lasted, but the 
consequences have been calamitous. 

Major changes in organization almost 
always call for a change of policies,’ 
and frequently any radical changes in 
personnel do the same.® In such in- 
stances, it is likely that policy moves 
will come by series, which means that 
alert managers will not make any 
policy moves until they have thor- 
oughly studied the sequence or series. 
To make a first policy move without 
considering the consequences of others 
which are necessitated is to go about 
the problem blindly. 





7 The changes made in Warner Brothers Pictures, 
Inc., and in the Jewel Tea Company, already men- 
tioned, are examples. 

8 Many policy changes were made in the Kroger 
Grocery and Baking Company, the United States 
Rubber Company, and the American Woolen Com- 
pany, following the changes in management which 
have taken place in these companies in the last few 


years. 
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Recently, a large company was 
placed in the hands of a new manage- 
ment, which immediately decided that 
many plants would have to be closed. 
The plan included the closing of small 
mills, many of which were high-cost 
producers, and the centralizing of ac- 
tivities in the larger mills. The larger 
mills, although modern, are not well- 
adapted to the company’s purpose, 
for it is now supplying a style-goods 
market. Years ago the large plants 
lent themselves well to production 
when staple goods were the vogue and 
when production for stock was in order. 
To date, the management has done 
little with this problem, which is by 
far the most important of any it has 
had to face. To centralize the produc- 
tion in the large plants, without at- 
tempting to revamp their layout so 
that they would be more flexible and 
could effectively meet the changing 
demands of a style market, casts some 
doubt on the ability of the manage- 
ment. If the large mills cannot be 
adapted to take care of small runs 
economically, some of the smaller mills 
may still have a place in the organiza- 
tion even if considerable remodeling is 
necessary. 

To adopt one policy in advance of 
another which is more timely may prove 
unfortunate. In the present depres- 
sion this has already been brought out 
by those companies which continued 
to pay dividends while they were 
inaugurating a cut in wages or laying 
off employees. Such a policy could 
be expected at least to cause labor 
troubles. Where one major policy is 
adopted and calls for the adoption of 
others, care should be exercised. The 
fact that several possibilities exist does 
not mean that each has equal merit in 
the scheme of things, even though 
individually they may seem equally 


good. For management to ignore the 
importance of the adoption of the 
proper policy in a series is to make A 
serious blunder. And it must be re. 
membered that regardless of how short- 
lived a policy is, it usually leave 
its mark.” Some companies have 
changed their policies so many time; 
that it can be truthfully said that they 
have no policy. Generally this is ; 
severe indictment of the management 
and comes about by virtue of starting 
on one basis but failing properly to 
follow through, Sequence of policiesis 
not to be taken lightly. 
Furthermore, each decision must be 
made upon the facts and circumstances, 
The fact that two companies may have 
made the same major policy move does 
not mean that the same follow-up 
program will work successfully. For 
instance, the United States Rubber 
Company and the Kroger Grocery 
and Baking Company both decentral- 
ized their organizations a few years ago. 
The first major move made by the 
rubber company after decentralization 
was the inauguration of an employee 
bonus system and a manager’s share 
plan; the grocery company installed a 
budget. Both companies produce con- 
sumers’ goods, but one is a distributor 
while the other is primarily a manv- 
facturer. One of the most important 
phases of a chain grocery is inventory 





® Sears, Roebuck and Company decided to supp'e- 
ment its mail-order business with a chain of retail de- 
partment stores. Employees who had been excep- 
tionally competent in the mail-order house were 
placed in charge of the retail stores. Many of these 
men failed in their new capacity; it is one thing to be 
in charge of a mail-order business and quite another 
thing to be in charge of a retail store. 

10 It is likely that the installation of the mail-orcer 
employees in the retail stores with its consequent 0° 
ganization trouble was conducive to the opinion being 
current that Sears, Roebuck and Company was st’! 
a mail-order house; the service in the two outlets "# 
too similar. 
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sero] and turnover, which can be 
i effectively handled from a central 
than elsewhere. Decentraliza- 
wever, called for a further step 
make the inventory system more 
st and the control of store opera- 
effective—a budget was 
the thing. A budget was not the 
+ pressing need in the rubber com- 
nan} ‘and probably could not have 
been immediately adopted. The rubber 
ny in its process of decentraliza- 
was closing plants and concentrat- 
well as coordinating its operations 
thers. An incentive was more 
tant to spur the employees and 
s on to better results after the 
lant layout had been given 
.. One observation should be 
nade. It is likely that large salaries 
were paid to fewer executives in the 
ery company than in the rubber 
npany, for presumably the execu- 
ves of the grocery company had fewer 
lificult problems to solve. Both budg- 
t and bonus are control and incentive 
s, but they have different appli- 
s and they accomplish their ends 
different ways. For the grocery 
company to have installed the incentive 
in or the rubber company first to 
attempted budget control would 
been to mix the sequence badly, 
g other reasons because the one 
s chiefly a distributor of necessities 
and the other a manufacturer. 
As was the case in planning, timing 
an important consideration here. To 
inaugurate a policy before it is due is 
to cause confusion and borrow trouble; 
tardiness also has its penalties. In 
football, a play succeeds or fails accord- 
ing to the judgment exercised and the 
exactness of the timing; so, in business, 
a policy succeeds or fails. After all, 
business is a game. It may not at 
Present be so scientific as football, but 


re 


~ 


- 


it is rapidly making strides in that 
direction. 


Alternative Policies and Plans 


The degree to which a management 
considers alternative moves is a fourth 
measure of ability. In_ practically 
every act of management there are 
one or more other possible moves and 
these should not be lightly considered, !! 
for mistakes are costly even if they can 
be corrected or remedied. The shrewd- 
ness with which a management selects 
one plan or policy over another is a 
clear indication of its ability. With 
the use of hindsight it is comparatively 
easy to point out the poor selections 
made by many companies. It is much 
more difficult at the decision point 
to conclude which of a number is the 
wisest move to make. In some in- 
stances, although hindsight is involved, 
it is dificult to see why the manage- 
ment of a company failed to make 
the proper move. In other instances 
failures are more easily understood. 
Management will always make mis- 
takes, but obvious mistakes are inex- 
cusable, since they clearly indicate 
lack of ability. Upon the failure of 
one plan, people frequently believe 
that the alternative plan would have 
succeeded—distant pastures always 
look green. It is a matter of specula- 
tion what the results of another move 
would have been. With the adoption 
and execution of one plan, conditions 


11 Percival White in his book, Forecasting, Planning 
and Budgeting in Business Management, says that 
there must be a distinction between plans and policies. 
A policy lays out a general line of action, while a 
plan lays out a course of action for the future. He 
states, further, that the best plans permit flexibility 
and that several plans should be laid out, so that the 
one which appears best to meet the situation at the 
time can be adopted. Alternate plans should be pre- 
pared for contingencies, and revisions should be made 
as often as necessary. 
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have been so changed that the other, 
even if later adopted, could not be 
tried under similar circumstances. 

Two companies operating within the 
same industry, which has been de- 
pressed for the last ten years, followed 
opposite policies. One elected to re- 
trench and was justified in its policy 
by subsequent developments; the other 
decided to expand. The latter com- 
pany was considerably larger, although 
in poor condition; was in the hands 
of new management; and had been 
originally formed through a consoli- 
dation. The new management had 
several alternatives: (1) financial re- 
organization at the outset, (2) re- 
trenchment, (3) expansion, and/or 
(4) adoption of policies which would 
give better control, cut costs, and 
coordinate the organization and opera- 
tions. When this company’s history is 
examined, it appears that a financial 
reorganization with some_ retrench- 
ment would have been a wiser first 
move, for the financial structure and 
operating facilities were somewhat top- 
heavy as a result of the inefficiencies of 
the former management. Expansion 
was a poor move because the industry 
was in a chaotic condition and was 
growing worse instead of better, and 
there was no evidence to indicate that 
this trend would change. Control 
policies could have been adopted, but 
it is unlikely that such policies would 
have been effective because of the 
cumbersome financial and operating 
structure. This observation is based 
upon hindsight, to be sure, and is 
conjecture to the extent that no proof 
can be given. However, the observa- 
tion is strengthened by the fact that a 
reorganization will be imperative in 
the future. If this proves to be a 
reality, it might be assumed from the 
facts that the reorganization of the 


company some time ago would have 
been a more timely move, 

In selecting an alternative plan, an 
executive must consider the feture 
In view of present circumstances one 
plan may look best, but a consideratioy 
of probable future conditions may alter 
a present view considerably. Since 
most plans involve the future, care 
should be exercised in considering it, 
Moreover, the adoption of a plan by 
one company often causes competitor; 
or companies in other industries to 
make some move which may change 
the complexion of things to a great 
extent. Wise managements will al- 
ways endeavor to discount these moves 
before adopting an alternative plan. 

Other things being equal, the plan or 
policy selected should be the one which 
would cause the least number of 
changes in an organization. Some- 
times managers have no option in this 
matter. Wherever they do, however, 
considerable attention should be given 
to the effect which each plan will have 
upon the company if adopted. If a 
management adopts one policy which 
necessitates sweeping changes in an 
organization, when another plan could 
have been used without the trouble 
but with equal success, ability is lacking. 


Conclusion 


Ability in management is an elusive 
element; you can seldom place your 
finger upon it. Occasionally it rests 
chiefly in one individual, but more often 
it comes about through a happy com- 
bination of individuals. The “lone- 
star” executive usually has a gift, but 
he is not always a good person to rely 
upon. His strong features are usually 
more than offset by his inability to work 
with others. Furthermore, he seldom 
provides for the training of executive 
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because he is too im- 

train them; he prefers to 

a matter himself, for it is 
safer. So long as the 

the throne, all is well; 

be called away by ill 
mething else, troubles are 

To get a clear idea of 

need only study the history of 
< and the Fox Film Corporation. 
ften executives believe that 
is due entirely to their 
ts and, like Brutus, they com- 
le crime because this belief, 
whispers flattering re- 

in their ears. Too often the 
ienores the pleas of those whose 
ind effort in times gone by 
im incheck. A truly great 

-is never jealous of his position 
istful of his running mates. 
ther hand, he is an individual 
lizes far better than others 
gets on by helping another 


bestowing credit where it is 


y times companies appear to be 
because fortunate circum- 
enable them to show large 
But profits are not the only 
of the ablest executives 


lisplayed their gift of ability by 


losses at a minimum when the 
therwise might have grown to 
imensions. Casual observation 
irequently, however, will not 
> whether the success of a firm 
itable to luck or to good 
ment. Some method of diag- 
necessary. “‘Fair-weather 
nts’? are eliminated in the 
by competition, periods of 
depression, or changing con- 
vhich these managements failed 
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to meet. But even with these forces 
operating to eliminate them, such man- 
agements frequently can survive for a 
considerable period without their true 
nature being discovered. During this 
interval, great damage may be done and 
considerable money lost. 

Because of the intricacies of combina- 
tion from which ability comes, it is 
difficult to formulate a definition of 
ability in management. Like electric- 
ity, we know what it does but not what 
it is. Consequently, our closest ap- 
proach to it is by formulating certain 
tests of it. Fine organization and 
control are indispensable to success 
in business and these are inseparable 
from exceptional managerial ability. 
Since the life of a business usually 
covers many years, planning and fore- 
sight are a prerequisite if management 
expects to meet the ever-changing 
conditions in industry. The wisest 
executives never fail to plan their 
actions for a reasonable period in the 
future, for this gives order and balance 
to their growth and progress. Se- 
quence of policy moves, which are 
directly related to planning and fore- 
sight, should be as carefully considered. 
And, lastly, before making any move, 
the exceptional executive never fails 
to consider the alternative plans. An 
analyst can gain a fair estimate of 
the soundness of management and can 
measure its superior ability by using 
the tests given. As more research is 
completed upon the subject, a more 
definite approach may be made; it is 
doubtful, however, if a stage can ever 
be reached where ability will be pro- 
duced wholly through training. The 
exceptional executive, like a truly great 
artist, is born, not made. 
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PUBLIC INTEREST, 


CONVENIENCE, OR 


NECESSITY IN RADIO BROADCASTING 
By J. M. HERRING 


HE phrase “public interest, con- 
venience, or necessity” has long 
been used in state laws with re- 
spect to the regulation of public utilities 
such as water, electric-light and power, 
gas and bus companies. The makers 
of such laws have not attempted to 
define the phrase. What it has meant 
in practice has been determined by 
court and commission rulings after a 
consideration of individual cases in 
which many diverse factors have been 
controlling. In 1927, when Congress 
turned to the regulation of radio com- 
munication, it borrowed this phrase 
and provided in the law that no con- 
struction permits, no licenses, and no 
renewals of licenses should be issued for 
the construction and operation of radio 
stations unless the operation of such 
stations would serve the public interest, 
convenience, or necessity. Congress, 
like the state legislators, made no 
attempt to define the phrase. It left 
to the administrative body which it 
created, the Federal Radio Commis- 
sion, the interpretation of the legis- 
lative standard and its application to 
the problems involved in the regulation 
of radio communication. 

From the beginning of its activities 
in the regulation of broadcasting, the 
Commission has been urged to give a 
precise definition of the phrase and 
frequently has been criticized for not 
doing so. But the Commission con- 
tends that precise definition of such a 
phrase which will foresee all eventuali- 
ties is impossible, and that its meaning 
can be arrived at only in individual 


280 


ee TrTrTtzaiwmemvTrraza — _~wT 


ihe, Dear aa dt. Sit ee 


cases after the exercise of judgment on 
the basis of the facts on record. Also 
the constitutionality of the Radio Act 
has been attacked on the ground tha 
under such an indefinite standard the 
acts of the Commission are arbitrary, 
but the courts have held that the law js 
not unconstitutional on this count, 
In the application of the standard of 
public interest, convenience, or neces- 
sity to broadcasting, there are first of 
all certain general considerations. The 
Commission has held that the public 
interest will be served by such action 
on its part as will bring about the best 
possible broadcasting reception con- 
ditions, the interests of listeners being 
superior to those of broadcasters. The 
application of this principle has in- 
volved the setting aside of a defi- 
nite band of frequencies to be reserved 
for use by broadcasting stations alone, 
and the reduction of all types of 
interference to a minimum. ‘The ap- 
plication of the standard involves also 
the matter of the distribution of broad- 
casting facilities throughout the United 
States, the Davis Amendment of 1928 
requiring that the Commission shall 
bring about a fair and equitable dis- 
tribution of facilities by zones and 
states. It is the opinion of the Com- 
mission that the law does not require 
it to grant any application, which does 
not serve the public interest, merely 
because such application happens to 
proceed from an underquota zone oF 
state. The Commission does feel, how- 
ever, that on occasion it may be com- 
pelled to refuse an application, the 
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R om an overquota zone OF state. 
5 These are fundamental considerations, 
to all the Commission’s work. 
Many of the Commission’s activities 
yith regard to broadcasting, however, 
ent on ave been concerned with evaluating 
_ Also, the services of broadcasting stations. 
io Ac The facilities available for broadcasting 
d that are limited, and there have been more 
rd th applicants than facilities; consequently, 
eoery -he Commission continually has had to 
law is -hoose between two or more applicants 
% r the same facilities. In making its 
ard « lings the Commission has been guided 
maces by certain more or less well-defined 
rst of if ciples 
The ? 
ublic General Principles in the Evaluation of 
ctio Broadcasting Stations 
Dest 1. Priority.—The first important 
— principle is that of priority of establish- 
— ment. Priority furnished a good guide 
The to the Commission in the early days of 
ri regulation when the necessity existed of 
= relieving congestion in the broadcast 
ae band. There were more than 700 
“wn tations in operation, and the best 
nS method of measuring capacity to serve 
nl was by measuring demonstrated ca- 
aa pacity over a period of time. About 
a joo of these stations had been licensed 
928 by the Secretary of Commerce under 
- his interpretation of the Act of 1912; 
fi the others came on the air during the 
or ergata, of the law. Naturally the 
‘ger stations best demonstrated their 
"i public service. 
a The Commission has held that, as 
“ between stations with otherwise equal 
ow for privileges, the station having 
aa the longest record of continuous service 
_ has the superior right. This is not a 


doctrine of vested rights, but a principle 
well-established in public-utility regula- 
tion. ‘The Commission has said: 
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The abstract right of all persons to 
engage in a particular public-service busi- 
ness does not make it to the public interest 
that a service already well-performed 
should be destroyed to make room for a 
new one. The latter has no superior right 
simply because he is a newcomer, or simply 
because it is desirable that there be no 
vested rights. Public interest would not 
only not be served but would be thwarted 
by any concession to the newcomer at the 
expense of the established predecessor, 
unless the predecessor is not giving good 
service or the newcomer has some addi- 
tional claim for consideration. Any other 
doctrine shocks one’s sense of natural 
justice and militates against good service.! 


The rule of priority is not inflexible, 
however; to make it so would be to 
create a “frozen”? condition in the 
broadcast band. Its application does 
not necessarily imply that stations 
which now operate may continue to do 
so indefinitely, nor that stations with 
favorable assignments shall retain them. 
Where two contesting broadcasting 
stations do not have claims equal in 
other respects, the principle of priority 
loses its significance in proportion to 
the disparity between the claims. 

One instance where the principle of 
priority has had to yield, the Commis- 
sion has said, and where it probably will 
have to yield in the future, is where the 
junior of two applicants for the same 
facilities is located in a zone or state 
which does not have its “‘fair and equit- 
able”’ share of broadcasting facilities. 
In the WGY case, in which the Com- 
mission limited the time of operation 
of station WGY, Schenectady, New 
York, to sunset on the Pacific Coast in 
order to clear a channel for station 
KGO, Oakland, California, and thus 
to equalize the clear channels between 
zones, the Commission said that the 





1Statement of facts and grounds for decision in 
Great Lakes Broadcasting Co. v. F. R. C. etc., 37 Fed. 
(2d) 993. 
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question of priority would be an im- 

portant element in a controversy be- 

tween station WGY and other New 

York stations, but that priority must 

yield to the demands of the Davis 

Amendment. The Court of Appeals 
of the District of Columbia set aside 
this order of the Commission, however, 
on the grounds that it was more im- 
portant that WGY’s programs be on 
the air full time than that a few 
listeners be freed of interference. The 
Court did not rest its decision on 
priority alone, but it was impressed 
with both the length and the quality 
of the service rendered by station WGY. 

That the Court of Appeals, like the 
Commission, does not consider the rule 
of priority controlling, and that on 
occasion it must yield to other con- 
siderations, is evidenced by another case 
in which it overruled the Commission. 
Three stations in the Chicago area 
(stations WLS, WENR, and WCBD) 
applied for authority to use the fre- 
quency 870 kilocycles, a clear channel 
assigned to the fourth zone. The 
Commission denied the application of 
WCBD outright; then, holding that 
whereas the program services of sta- 
tions WLS and WENR were of equal 
merit, and that whereas WLS was older 
in point of continuous service, it allotted 
WENR two-sevenths, and WLS five- 
sevenths time on this channel. The 
Court, in setting aside this order of the 
Commission and ordering it to grant 
WENR half time on the frequency, 
said that priority was not controlling. 
Two-sevenths time on the frequency 
was not enough for the economical 
operation of station WENR. 

Another exception to the rule of 
priority arises when the controversy is 
between stations of different classes 
of power. Broadcasting stations are 
grouped into three classes according 
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to power: (1) stations using 5,000 watt; 
Or more, operating on clear channel; 
to give service free of interference Over 
wide areas; (2) stations using from 255 
to 1,000 watts, duplicated two to five 
times on the same channel throughout 
the country, to give regional service: 
and (3) stations using 100 watts or 
less, duplicated many times on th. 
same channel, to serve restricted |oca| 
areas. In the case of a controversy 
between a clear-channel station and ; 
regional or local station the princip| 
of priority cannot control. To permit 
the smaller station to take over the 
assignment of the larger would involve 
the scrapping needlessly of equipment 
by both stations and the installation of be subs 
new. However, this action would con- sidered 
stitute a different interpretation of 2. Di 
priority. The smaller station might Progran 
be older in point of continuous service, ‘nation 
but manifestly it would not have so materia 
long a record of service over the larger tion bet 
area. Moreover, since larger stations services 
may not be meeting the standard of station, 
public interest, the Commission does to one 
not hold that smaller stations may to ano 
never apply for or obtain the assign- with su 
ments enjoyed by the larger stations. progra! 
The test is one, not of priority alone, 
but also of the application of the general 
standard. 
The question of priority cannot be 
considered without a determination of 
what is meant by continuous operation. 
Where a station enjoys at no time more 
than a small fraction of full time, the 
Commission has said, its priority rights 
are correspondingly limited. With re- 
spect to changes of ownership the Com- 
mission has pointed out that, whereas 
transfers of licenses under the present 
law may take place only by consent of 
the Commission, under the Act of 1912 
there was no such provision, and the 
courts held that a purchaser of a station 
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to whatever privilege he 
-. The Commission has held 
‘ters alone are not conclusive 
nued identity of a station; 
‘dentity of a transmitter, since 
are replaced from time to 
ved from place to place, 
n may have more than one 
in order to insure con- 
ration to the best advan- 
real test must be the 
‘ service from the point of 
listening public, with refer- 
the kind and to the extent 
rvice. If the station is to 
erve the same listening 
its general purposes are to 
lly the same, it is con- 
be the same station. 
rimination and Well-rounded 
The question of discrim- 
between radio listeners differs 
from that of discrimina- 
n the users of public-utility 
in general. A _ broadcasting 
f course, cannot furnish service 
listener in an area and not 


ther, since any one equipped 


table apparatus may receive the 
and there are no charges to 


Since all listeners in a given 


: dependent for service upon the 


which serve that area, how- 
is a matter of public concern 


broadcast programs serve the 


lgn 


4lad 


of all listeners and not those 
tricted group of the general 


ic. The problem of censorship 


iscussed more fully later; how- 
should be said here that, 
the Commission has no direct 
of censorship over programs, 


sa considerable measure of control 


he quality of the programs of a 
constitutes one of the basic 
for the evaluation of broad- 


stations. 


The Commission has said that the 
programs of a station should be well- 
rounded. If such programs are in- 
tended for and interesting or valuable 
to only a small proportion of the listen- 
ing public, the other listeners are being 
discriminated against. The tastes, 
needs, and desires of all substantial 
groups of listeners should be met in 
some fair proportion. A well-rounded 
program should consist of music of 
both classical and lighter grades, reli- 
gion, education and instruction, impor- 
tant public events, discussion of public 
questions, weather and market reports, 
news, and matters of interest to all 
members of the family. The Com- 
mission makes no attempt to specify a 
rigid schedule of hours or minutes which 
may be devoted to one kind of program 
or another. There are parts of the 
day and of the evening when one type 
of service may be more appropriate 
than another, and there are differences 
between communities as to the need 
for one type as against another. In 
thickly populated areas where many 
stations exist, a well-rounded program 
may be attained by each station per- 
forming any one type of service in more 
detail and completeness. The Com- 
mission merely emphasizes the general 
character which it believes must be 
conformed to by a station in order best 
to serve the public. The obligation 
rests upon the managers of broadcast- 
ing stations to arrange their programs 
in accordance with the general principle. 

3. Duplication of Programs.—The 
Commission has felt that it has an 
obligation to prevent too much duplica- 
tion of programs for the same group of 
listeners. In cases where one com- 
munity is underserved and another is 
receiving duplication of the same order 
of programs, the facilities of the latter 
should be restricted for the benefit 
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of the former where necessary. Also, 
where one type of service is being 
rendered by several stations in the same 
area, consideration should be given to 
a station which renders a type of service 
which is not a duplication. 

The matter of duplication of pro- 
grams came up in connection with the 
operation of chains of stations. Many 
listeners complained to the Commission 
that, owing to the fact that a large 
number of the more powerful stations 
were broadcasting chain programs, their 
range of choice was being limited by 
the receipt of the same program at 
various points on their dials. Rural 
listeners especially complained. Re- 
sponding to these complaints the Com- 
mission issued General Order No. 43, 
providing that no two or more of the 
stations assigned to clear channels 
should broadcast simultaneously the 
same identical program for more than 
one hour daily during the hours between 
7 o'clock p.m. and 12 o’clock midnight, 
local time, unless the transmitters of 
such stations were separated by a 
distance in excess of 300 miles, or unless 
special permission should be obtained 
from the Commission. Special per- 
mission would be granted only in the 
case of “programs of extraordinary 
national interest or of a nature such 
that public interest, convenience, or ne- 
cessity would clearly be served by their 
duplication.” The chains attacked 
this order as constituting unwarranted 
interference with the management of 
broadcasting chains. They held that 
the matter of taking chain programs 
was a purely business relationship 
between independent stations, and that 
the fact that independent stations were 
subscribing to chain programs was evi- 
dence that the listening public of such 
stations desired such programs. A 
hearing was held, after which the 
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Commission, desiring not to interfere jous ye 
unnecessarily with the broadcasting of in @ ot 
high-class chain progr approxi 

& programs, decided tp Iq other 


postpone the effective date of the orde; 
Eventually the order was repealed 
the Commission feeling that it shoylj 
determine what progress had been or 
could be made in broadcasting chain 
programs with a more economical use of 
frequencies, especially through syn- 
chronization. No subsequent attempts 
have been made to regulate this matter. 

4. Propaganda Stations.—Propagands 
stations (the term is used by the 
Commission for convenience and not 
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in the | 
represent 
religious, 


g : —and tc 
in a derogatory sense) are stations eels tl 
which broadcast programs designed _ re 
to serve particular groups of the listen. sgl 
ing public. They have special mes- vvailabl 
Sages to convey or particular types of With fe 
programs to broadcast. Propaganda propaga 

propag 


stations came into being during the 
period of regulation by the Secretary 
of Commerce, when the regulating 


stations 
with en 


authority had no power to distinguish ae & 
between applicants; consequently, the stationit 
Commission found in existence a num- a priv 
ber of stations operated by religious sae 
or similar organizations. The Com- ie 


mission has said that if the question 
were raised for the first time it would 
not license any propaganda station, at 
least not to an exclusive position on a 
cleared channel. However, in dealing 
with an existing situation the Com- 
mission has hesitated to force stations 
off the air. The rule which it has 
applied is that general public-service 
stations have claims of preference over 
propaganda stations; in applying this 
rule it has given preferential facilities 
to the former and has assigned less 
desirable positions to the latter in so Rhod 
far as engineering principles would aes 
permit. In certain cases it has been the 4 
possible to combine a general public- to 1 
service station and a high-class reli- 
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tification of the less favorable 
une of propaganda stations the 
‘ommission has pointed to the limited 
f channels available for broad- 
There is not room 
the broadcast band for stations 
epresenting every school of thought— 
ous, political, social, and economic 
ind to give facilities to a particular 
p would be to discriminate between 
and similar groups and 
reduce the number of facilities 
uilable for general service stations. 
With regard to the contention that 
ropaganda stations are as able as other 
ations to accompany their messages 
th entertainment and other features 
neral interest, the Commission has 
4id that, even if this were true, such 
ire used for what is essentially 
purpose for a substantial 
f the time; they are prone not 
opposing schools of 
ight; and they have neither the 
ial resources nor the standing 
nd popularity with the public neces- 
) obtain the best results in pro- 

f general interest. 

Educational Programs and Educa- 
nal Stations.—The Commission has 
ie no more specific declarations as 
the educational content of broadcast 

programs than it has done concerning 
er elements of a well-rounded pro- 
gram. In a few instances, as in the 

station WCOT, Providence, 

Island, the license of which was 

renewed after September 1, 1928, 
has called attention 
ck of “any educational or 
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aesthetic value” in the programs of 
certain stations and has considered this 
matter in evaluating the programs 
of such stations from the standpoint 
of public interest, convenience, or 
necessity. 

On the other hand, the Commission 
has had to deal directly with stations 
established primarily for educational 
purposes. Quite early in the history 
of broadcasting, certain educators be- 
came interested in the educational 
possibilities of radio; in fact, some of 
the first stations were established and 
operated by schools, colleges and uni- 
versities. ‘There were broadcast pro- 
grams containing educational material 
of a formal and of an informal nature. 
With the development of commer- 
cialized broadcasting, however, com- 
petition arose between educational and 
commercial stations for the limited 
number of facilities available. As time 
went on, the commercial stations re- 
ceived more and more of the desirable 
broadcasting assignments; educational 
stations were forced out of night-time 
operation into the daylight hours, when 
service areas are smaller and when 
people are mostly at work. Also, 
the tendency developed of limiting 
the power of educational stations and 
of assigning them to less desirable 
channels, particularly at the ends of 
the tuning scale where listeners had 
difficulty in receiving the programs. 
This development was furthered not 
a little by the failure of many educa- 
tional broadcasters to make effective 
use of facilities once they had obtained 
them.? 

Recently so much interest concerning 
education by radio has been aroused 
that the Federal Bureau of Education 





2 Report of Armstrong Perry in the Report of the 
Advisory Committee on Education by Radio, ap- 
pointed by the Secretary of the Interior, pp. 49-51. 
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has taken steps to ascertain the facts 
of the situation. On May 24, 1929, 
Secretary of the Interior Wilbur called 
together for a conference leading edu- 
cators and broadcasters, and the follow- 
ing June appointed a committee, called 
the Advisory Committee on Education 
by Radio, to make a thorough fact- 
finding study of the present uses of 
radio in education and to give recom- 
mendations for the future. As a result 
of its investigations the Committee 
found the following facts: 


(a) Seventy-seven (12.3%) of the 627 
broadcasting stations were owned and 
operated by educational institutions. 
Fifty-one of them reported a_ weekly 
average of 8 hours of broadcasting, 24 
hours of which were called strictly 
educational. 

(6) Two hundred and eighty commercial 
stations reported a weekly average of 57 
hours of broadcasting, of which 744 hours 
(13%) were called educational. Outstand- 
ing among these programs were the 
Damrosch Music Appreciation Hour, 
broadcast by the National Broadcasting 
Company; and the Columbia Broadcasting 
System’s “School of the Air,” inaugurated 
on February 4, 1930, an _ educational 
program in history, literature, music and 
art, prepared by a corps of experts under 
Dr. William C. Bagley of Columbia 
University. 

(c) Eight state departments of public 
instruction reported the use of radio for 
educational purposes. The State of Ohio 
was maintaining an organized program of 
school work for one hour every school day, 
supported by the State Legislature. The 
Superintendent of Public Instruction for 
the State of South Dakota reported that 
the educational forces of the state were 
organized and ready to institute a state 
program of radio education. 

(d) Six hundred and fifty-four (32.6%) 
of the 2,001 school superintendents who 
answered the committee’s inquiries re- 
ported radio-receiving equipment in 1,690 
school buildings.* 


§ Thid., p. 70. 




































The committee found that there Were MEE versitless 
two distinct fields for education by MEE ipstitution 
radio: (1) broadcasting the materials dent of 
of formal school work; and (2) broad. MM Company: 
casting for adults. Some problem: apparent 
connected with the former are those of MME yjons i2 f 
time differences, successful work over rial: (1) 
a national chain being limited because MM Company 
of the existence of various time belts that educ 
and because such programs must be jeveloped 
broadcast during school hours. Othe; any taint 
problems arise from the content o might be 
the program and the effectiveness of far had f 
its presentation. Problems connected to the te 
with the latter concern not only the Mm at. Th 
content and the effectiveness of the mercial b 


program but also the ascertainment position é 
of the most favorable hours, since husiness 
for most adults only the evening hours of radio 
may be used. In the United States, tional sti 
commercial stations, political parties, equipped 
advertisers, organizations, Federal de- talent fo 
partments, state departments of educa- The ¢ 
tion, colleges and universities all have a section 
tried their hand at adult education be estab 
by radio. The subjects broadcast have tion, De 


been as numerous as human interests continue 
are wide. committ 

Between the educators and com- this unit 
mercial stations the committee found senting 
a general lack of cooperation. The mercial 
educational stations believed that they public t 


received only inferior positions in the conduct 
broadcast spectrum and they saw 4 checked 
tendency among commercial stations Interior 
to reduce educational programs to Federal 
shorter and poorer periods as the time tance ¢ 
became salable. They objected to the broades 
practice by commercial stations 0! Preside 
offering educational programs to culti- having 
vate general goodwill and publicity for prog 
rather than to build up a sound the ger 
educational policy. The only consid- people. 
erable group of broadcasting stations cators 


devoted primarily to educational per Cooper 
poses was composed of those ownec . 
and operated by colleges and unt 


* Ibid. 
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who had been chairman of the Advisory 
Committee on Education by Radio, 
the educators decided to appeal directly 
to Congress in behalf of educational 
stations and educational broadcasts. A 
resolution was adopted which requested 
legislation ‘“‘which will permanently 
and exclusively assign to educational 
institutions and government educa- 
tional agencies a minimum of fifteen 
(15) per cent of all radio-broadcasting 
channels which are or may become 
available to the United States.” 

Whether the Commission has been 
fair to the educational stations is a 
question on which opinions differ. The 
educational possibilities of radio have 
not been demonstrated with sufficient 
clarity to enable the Commission to 
lay down a definite policy. Educators 
differ as to the matter suitable for 
radio presentation, many being skepti- 
cal of the value of formal education by 
radio. The writer believes, however, 
that there is little doubt of the unwis- 
dom of legislation which would arbi- 
trarily set aside any fixed proportion 
of the broadcasting facilities for educa- 
tional stations. Such stations, like 
commercial stations, must demonstrate 
that their operation is in the public 
interest. Whether or not they are 
better able than commercial stations 
to serve the public is a matter for the 
Commission to determine. No good 
purpose would be served by requiring 
that the Commission give facilities to 
educational stations if those facilities 
could be used to better purpose by 
commercial stations. 

6. Censorshipand Freedom of Speech.— 
The only provision in the Radio Act of 
1927 concerning censorship is found in 
Section 29, which prohibits the use of 
“‘any obscene, indecent, or profane 
language by means of radio communica- 


tion.”” The same section provides that 
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the licensing authority shall have no 
power of censorship over radio com- 
munications and shall not interfere with 
the right of free speech over the 
air. The Commission has held that 
its powers extend merely to the con- 
sideration of the relative value of 
programs already broadcast, not to 
a scrutiny of program material prior 
to its presentation. On May 4, 1931, 
the Commission denied the petition 
of Elisha Hanson, attorney for the 
American Newspaper Publishers’ Asso- 
ciation, requesting the promulgation 
of an order banning the broadcasting 
of “lottery and gift programs.” This 
action was based on a memorandum 
from its Legal Division to the effect 
that the rule-making powers conferred 
upon the Commission are confined to 
regulations: (1) for the purpose of 
preventing interference between sta- 
tions, and (2) to carry out provisions 
of the Act. The requested regulation, 
it was said, clearly was not for the 
accomplishment of either of these pur- 
poses. ‘To prohibit by regulation the 
advertisement of lottery by radio or 
attempt by regulation in such manner 
to restrict and limit the character of 
programs broadcast in advance of their 
rendition would in our opinion con- 
stitute an exercise of a power which is 
not expressively or even impliedly 
conferred by the Act.” With regard to 
broadcasts of fortune telling, lotteries, 
games of chance, gift enterprises, or 
similar schemes offering prizes depend- 
ent in whole or in part upon lot or 
chance, however, the Commission has 
stated that there exists a doubt that 
such broadcasts are in the public 
interest. Complaints from a substan- 
tial number of listeners against the 
presentation of such programs by any 
broadcasting station will result in the 


station’s application for renewal of 
license being set for a hearing. 
Certain broadcasting stations have 
contended that the evaluation of pro. 
grams already broadcast js censor. 
ship, but the Court of Appeals of th. 
District of Columbia has held Other. 
wise. In the case of KFKRB Broad. 
casting Association, Inc. v. F. R c 
the Court said: ; 


The contention is without merit. There 
has been no attempt on the part of the 
Commission to subject any part of appel- 
lant’s broadcasting matter to scrutiny 
prior to its release. In considering the 
question whether the public interest, con. 
venience, or necessity will be served by 
renewal of appellant’s license, the Commis. 
sion has merely exercised its undoubted 
right to take note of appellant’s past con- 
duct, which is not censorship. 


It is the Commission’s opinion that 
program content is a matter for con- 
sideration in the first instance by the 
managers of broadcasting stations. It 
is their duty to produce programs which 
appeal to the general public, and the 
Commission’s to see that they do so. 
The Commission frequently has been 
criticized for the adoption of the view- 
point, in its evaluation of the services 
of broadcasting stations, that broadcast 
programs should have a general appeal, 
on the grounds that this assumption 
involves unjustifiable concessions to 
what is popular at the expense of what 
is important and serious. Probably 
the best answer to this criticism is that 
few persons could agree as to what 
is important and serious. Is classi- 
cal music more important than popu- 
lar music? Are talks more important 
than music? Who are to be the final 
arbiters—the Commission, the broad- 
casters, or the listeners? And which 
listeners? . 

As to freedom of speech over the air, 
the Commission feels that the constitu- 
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in the first amendment 
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has had to do with the 
rsonal disputes over broad- 
tations, but in these cases the 
n has held merely that such 
facilities is not in the public 
that the facilities might 
used by other broadcasters. 
Although the Com- 
no direct powers of censor- 
application of the standard of 
rest, convenience, or neces- 

- evaluation of broadcasting 
evitably must include some 
program control. It is a 
determine where 
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ends and regulation begins. 
mission may not set itself 
gram manager for the broad- 
tations; neither may it evade 


ponsibility of protecting the 
from broadcasting which is not 
lic interest. In the mat- 
idio advertising this question 
me of great importance. The 
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is this: broadcasting 1s 
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tice grew, and today sponsor- 
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rectly interested in the development 
of radio, but in a large proportion of 
cases it comes from concerns which are 
interested primarily not in the medium, 
but in the effectiveness of the message. 
In the absence of philanthropic or 
other support, to forbid or to restrain 
unduly advertising over the air so as to 
discourage sponsorship would deprive 
listeners of meritorious programs. 

In this respect radio advertising 
corresponds to newspaper advertising. 
Just as newspaper advertising bears a 
large proportion of the cost of collect- 
ing and disseminating news, radio ad- 
vertising pays for the broadcasting of 
program material. The analogy may 
be carried further. Just as the circu- 
lation of a newspaper is dependent upon 
the quality of the news and editorial 
material, so the popularity of a broad- 
casting station is dependent upon the 
quality of its programs. Broadcasters, 
therefore, are as directly interested in 
the quality of their programs as news- 
paper editors are in the quality of the 
material which appears in their pages. 
There is one great difference, however, 
between broadcasting and the publish- 
ing of a newspaper. The number of 
newspapers which may be published is 
limited only byeconomic laws. But the 
number of broadcasting stations which 
may operate simultaneously is limited 
not only by economic considerations 
but also by natural laws. Who shall 
be granted the limited number of 
available facilities, and what shall be 
broadcast, are therefore matters of 
public concern. If broadcasters should 
“kill the goose that lays the golden 
eggs” by permitting advertising to the 
degree that they should lose their 
audiences, that would be poor manage- 
ment both from their standpoint and 
from that of the advertisers. It would 
be more than that, however, from the 
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public standpoint. Broadcasting is a 
great public service. Both Congress 
and the Commission have the duty of 
protecting it from prostitution. 

Broadcasters continually are exerting 
pressure upon sponsors to reduce the 
amounts of advertising matter, working 
toward the ideal of the association 
of merely the name of the sponsor with 
the program, but many sponsors feel 
that radio advertising would be worth- 
less without the message. 

The Commission has held that, under 
the present system, advertising must be 
accepted as the sole means of support 
for broadcasting. Advertising must be 
presented as such and not under the 
guise of other forms, on the same 
principle that the newspaper must not 
present advertising as news, and it 
must be limited in amount and in 
character so as to preserve the largest 
possible amount of service for the 
public. ‘The Commission has held that, 
in general where a station is used for 
the broadcasting of a _ considerable 
amount of ‘direct advertising” includ- 
ing the quoting of merchandise prices, 
the advertising is usually offensive to 
the public. It has objected to “direct 
advertising” on the theory that ad- 
vertising should be incidental only to 
some real service to the public and not 
the main object of the program. The 
Commission has found, however, that 
such advertising is in favor in certain 
sections of the country and that in 
some communities, particularly in the 
state of Iowa, it serves as a local 
market. 

The Commission has exercised no 
direct censorship over the advertising 
material itself, its authority being re- 
stricted to considerations of public 
interest. Illegal radio advertising is a 
matter for investigation by the Federal 
Trade Commission and prosecution by 


the Department of Justice, just as ar 
other forms of illegal advertising, On 
April 12, 1929, the National Food 
Products Protective Committee filed 
petition with the Commission request. 
ing revocation of the licenses of 28 
broadcasting stations on the ground 
that they were permitting the America, 
Tobacco Company to conduct a cam. 
paign of advertising by means of 
“tainted testimonials” designed tp 
substitute cigarette-smoking for the 
consumption of “wholesome food prod. 
ucts.” The Commission decided to 
renew the licenses of these stations 
without passing on the merits of the 
complaints regarding cigarette advertis. 
ing, saying that it would consider this 
matter from the standpoint of the public 
interest when next renewals of licenses 
came before it. Later, the National 
Food Products Protective Committee 
withdrew its formal complaint against 
these stations because of the fact that 
the American Tobacco Company had 
made certain changes in its advertising 
slogan. 


Conclusion 


Up to the present the regulation of 
radio broadcasting has consisted mostly 
of the allocation of facilities in accord- 
ance with the demands of engineering 
principles and of the law concerning 
the distribution of facilities throughout 
the United States, along with the 
adoption of technical regulations de- 
signed to improve the quality of the 
broadcasting service. The crux of the 
regulation problem, however, where 
there are more applicants than facili- 
ties, lies in the interpretation of the 
legislative standard of “public interest, 
convenience, or necessity” and its 
application to the many dissimilar 
conditions which the operation of nu- 
merous broadcasting stations presents. 
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h now faces the Commission 

int of advertising matter 
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its own statement the Com- 
onstantly is being bombarded 
listeners who protest against 
radio advertising. At the 
| assembly of the National 
Council on Radio in Educa- 
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advertising. The Commission has no 
powers of censorship over material 
before it is presented, it is true, but 
it has the duty of seeing to it that 
the best possible use is being made of 
the limited number of broadcasting 
facilities. To the broadcaster the 
best possible use may well seem to 
be that which would develop broad- 
casting primarily as an advertising 
medium, but this viewpoint cannot 
be held by the Commission. The 
development of broadcasting as a 
public service is one of the outstand- 
ing developments in American industry. 

Largely it has been the work of 
the broadcasters. ‘The industry proved 
itself incapable of self-regulation, how- 
ever, and the Federal Government was 
compelled to regulate it to save it. 


For what has broadcasting been saved? 
As a vehicle for the conveying of an 
advertising message, or for the convey- 
ing of material for the entertainment 
and education of the general public? 
Certainly it is not the advertising 
matter itself that gives broadcasting 
its appeal. The popularity of broad- 
casting has resulted from the high 
quality of the programs broadcast, 
and its continued success will rest 
upon the same base. No one knows 
this better than the broadcasters them- 
selves. But the broadcasters have a 
service to sell; they broadcast high- 
class programs because such programs 
add to the value of that service. From 
the viewpoint of the public, the quality 
of the broadcasting service is the 
primary consideration, and it is the 
duty of the Commission—even though 
admittedly a responsibility which it 
can evade—to see to it that radio 
advertising remains always incidental 
to the performance of a public service. 
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REVISING THE ANTITRUST LAWs 
By MELVIN T. COPELAND 


UR antitrust laws aim as a matter 
() of public policy to protect con- 

sumers against monopolistic ex- 
ploitation and to safeguard smaller 
business units against oppression or 
extermination by powerful rivals. 
These laws are supposedly the rules 
of the game of competition. They 
include the Sherman Act (18g0), 
the Clayton Act (i914), the Federal 
Trade Commission Act (1914), and 
the common law. The judicial inter- 
pretations of the cases arising under 
the Federal acts also have become, in 
effect, a part of the law. 


The Present Situation 


The purpose of the Sherman Act 
was to extend to interstate commerce 
the rules prohibiting combinations and 
conspiracies in restraint of trade, such 
as had been held illegal under the 
common law; the United States De- 
partment of Justice was thereby en- 
abled to bring action in the Federal 
courts against interstate combinations. 
The Clayton Act, briefly, forbids dis- 
crimination in price between purchasers 
“when the effect of such discrimination 
may be to substantially lessen com- 
petition or tend to create a monopoly 
in any line of commerce”; it also 
forbids vendors to use a system of 
leases or contracts which may tend 
to create a monopoly. The Federal 
Trade Commission Act created the 
Federal Trade Commission and de- 
clared unfair methods of competition 
to be unlawful. From various quar- 
ters—business, legislative, political— 
are coming proposals for changes in 
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these laws. The authors of these pro- 
posals range all the way from mild 
modificationists to moratoriumists and 
repealists. 

I propose to discuss the desirability 
of revising the antitrust laws from the 
standpoint of general manufacturing 
and mercantile business. Although 
some of the most important early 
court decisions under the Shermay 
Act had to do with railroads, the sub- 
sequent amendments to the Interstate 
Commerce Act have taken the railroads 
largely out of the antitrust-law field, 
In the oil industry uncontrolled com- 
petition shows some of its worst aspects, 
but other laws, particularly those re- 
garding the ownership of materials 
underground, are involved and prob- 
ably are basically more important 
than the antitrust laws in causing such 
chaotic conditions as exist in the oil 
fields. At all events, the oil industry; 
presents peculiar problems and calls 
for special legislation, whatever con- 
clusion may be reached regarding the 
antitrust laws in general. It is possible 
that other extractive industries, such 
as coal, copper, and lumber, also should 
be given special legislative treatment. 
The application of the antitrust laws 
to labor organizations and the exemp- 
tion of agricultural cooperative market- 
ing associations and foreign trade from 
the antitrust laws also are specialized 
topics. All these special situations 
are important, but the first task, it 
seems to me, is to consider the rela- 
tion of the laws to typical business 
situations such as are encountered 
in general manufacturing and mercan- 
tile industries. 
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ms of the Antitrust Laws 


- objections raised against 
ist laws are that they are 
hat they fail to prevent 
us practices; that they 
ncerted action to eliminate 
tes of competition, which 
become burdensome to 
and employees; and that 
r it impossible for business 
cooperate intelligently and 
y for the rehabilitation of 
in a period of severe business 
ich as that of 1930-1931. 
time, at least since the 
Court decisions in the oil and 
; in 1911, business execu- 
felt at a loss to know 


what the Sherman Law per- 


and what it forbade. The 


nd Federal Trade Commis- 
were expected by many to 
law clear, but uncertainty 
ued. In order to make com- 


healthier, furthermore, numer- 


ss groups during the last 
ears repeatedly have mani- 
desire for the privilege of 


1 action to educate their com- 


who were ignorant of their 
to check irresponsible and 
g competition, to avoid the 


‘T 
Lili 


mic extension of services and 
other alleged abuses, and to 
numerous underhand compet- 
ices such as secret concessions 


buyers. Finally, during the 
the current business depres- 


in 1921, the need for revision 
intitrust laws has been pro- 


with especial vigor. In the 
Yr mere business existence 


he collapse of prosperity, the 


Overproduction or excess 


’ became so serious that many 


men were irked by the re- 
vhich seemed to prevent con- 


certed action for stabilizing production 
and prices and for ending the open and 
guerrilla price wars which were almost 
universal. 

Thus, while business men and polit- 
ical leaders still profess faith in the 
fundamental merits of the competitive 
system of industry, they at the same 
time are seeking in various ways to 
bring about modifications of the laws 
which were enacted avowedly to pre- 
serve competition. 

That evils and wastes exist in our 
competitive system no well-informed 
person can honestly deny and, to some 
extent at least, these conditions result 
from the manner in which the anti- 
trust laws operate. At the same time, 
it is well to recognize that there are 
some benefits to industry from these 
laws. As interpreted by the courts, 
the laws have served to prevent certain 
vested interests from blacklisting or 
boycotting sellers who fail to observe 
the regular channels of distribution. 
If it had not been for such decisions 
as those in Eastern States Retail Lumber 
Association v. United States, and other 
cases, we undoubtedly should have 
numerous trade associations seeking 
to stifle the development of new types 
of competition. The effect of this 
probably would be seriously to retard 
progress. The law, furthermore, has 
served to prevent exploitation, such 
as that which the district court decided 
existed in the business on the fish pier 
in Boston, where captains were forced, 
in the court’s opinion, to pay unreason- 
ably high rates for the privilege of 
selling their fish on the pier. 

From my observation, manufacturers 
and merchants advocating repeal or 
substantial modification of the antitrust 
laws usually fail to realize that what 
they might gain as sellers, if permitted 
to enter into restrictive agreements, 
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they would possibly lose in buying, 
since those from whom they buy like- 
wise would be permitted to attempt 
to control their prices. In examining 
concrete proposals for modification of 
the antitrust laws, therefore, the pro- 
tection which they afford to buyers 
should not be overlooked or belittled. 


Proposals for Modification 


As a typical example of various 
proposals for modification of the anti- 
trust laws, the report of ‘‘The Special 
Committee on Continuity of Business 
and Employment” of the Chamber 
of Commerce of the United States in 
1931 may be cited. The Committee 
states in its report: 


Many producers would prefer to gauge 
their output to the consuming capacity and 
divide the volume of such production 
among the different units of industry on an 
equitable basis. But they hesitate to at- 
tempt this today because of the ever-pres- 
ent risk of incurring penalties under the 
antitrust laws which, suitable as they may 
have been for economic conditions of an- 
other day, are not entirely in consonance 
with the present-day needs of industry. 

It is not suggested that the present 
antitrust laws be repealed, but it is suggested 
that they be amended to provide that 

(a) Business concerns desiring to enter 
into contracts for the purpose of equalizing 
production to consumption and so carrying 
on business on a sound basis, may file such 
contracts with some governmental author- 
ity, the contracts to take effect and to 
remain effective unless the governmental 
authority having supervision finds on its 
own initiative or on complaint that such 
agreements are not in the public interest, 
in which event such agreements would be 
abrogated, and 

(b) Business concerns that desire to 
combine may find out from some suitable 
governmental authority before the com- 
bination is made whether or not such 
combination is prohibited by the antitrust 
laws. 


In discussing the foregoing recom- 
mendations, it seems preferable to 
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start with the second one, which 
deals with the desirability of having 
the existing laws more clearly Stated 
or interpreted. It unquestionably js 
an unwholesome situation for business 
men to be seriously at a loss to know 
in advance whether or not any proposed 
action is legal or subject to prosecution 
and perhaps criminal punishment 
The law is stated in general terms, and 
changes and inconsistencies in the 
decisions of the courts, even of the 
Supreme Court, have given rise to 
uncertainty on various points. Busi- 
ness conditions have undergone many 
changes since the Sherman Act was 
passed forty years ago, and the inter. 
pretations of the law have changed 
only slowly to meet the new conditions, 
Hence, industrial executives frequently 
are at a loss to know what they may 
and may not do legally to meet various 
new situations as they arise. 

This uncertainty may be embarrassing. 
Nevertheless, it is primarily the result 
of changing conditions rather than 
of the law itself. In fact, it is one of 
the chief merits of our legal system 
that it does permit modification of the 
law through judicial interpretation as 
conditions change, instead of being 
bound hard and fast by legislative 
details, specifying precisely what can- 
not be done, such specifications, in turn, 
allowing modification only through the 
laborious, slow, and uncertain action 
of legislative bodies. 

When the Federal Trade Commis- 
sion was established by act of Congress, 
numerous business men _ anticipated 
that it would provide a means of 
securing an interpretation of the law 
and would render advice regarding the 
legality of any proposed course © 
procedure in advance of taking action. 
The law, however, has not worked out 
in that way. By the law the Federal 
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1, Commission was constituted ex- 
er, prosecutor, and judge, but 
-jsions of the courts have tended 
soar the Commission of judicial 
ind many of its orders have 

» reversed. The result is that the 
mission has not been able to ren- 
endable advisory opinions gen- 

. business executives on new 
‘ons which have not been covered 
‘ourt decisions. In the Depart- 
f Justice during the Coolidge 
‘nistration Colonel Donovan, the 
| responsible for the enforcement 
antitrust laws, adopted a broad 
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| actions in order to give them his 
to whether such actions 
This was 


, but it was an extra-legal pro- 
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lure, and as a permanent policy it 


| involve difficulty resulting from 
nge in administrative officers; 
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ew enforcing officer, perhaps under 


diferent administration, might not 
take the same view regarding any par- 


action that had been held by 


his predecessor; therefore, the initial 
surance would not provide immunity 


later prosecution. It has been 
posed recently by Colonel Donovan 


that Commerce Courts should be estab- 


1, one of the duties of which should 

pass upon such questions in 

If such a plan can be fitted 

ur legal system, it seems to have 
d deal of merit. 


n the first proposal of the Committee 


‘ited above, it is recommended that 
mpetitors be permitted to agree upon 


restrictions on production in order to 
jualize production and consumption. 


hing is said about price in that 
mendation. Price, nevertheless, 
‘olved in that proposal, as in all 


ther analogous recommendations, be- 
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cause it obviously contemplates stabili- 
zation of production ‘‘at a price.” 
The provision that such agreements are 
to be submitted to some governmental 
authority for approval is a meaningless 
gesture unless combinations to control 
production and prices, now forbidden 
by law, are to be legalized and the bars 
generally let down. The recommenda- 
tions of the Committee of the Chamber 
of Commerce of the United States, 
therefore, as well as most other current 
proposals for economic planning, aim at 
curing the business depression by means 
of restrictive agreements. 

It certainly is an unhealthy situation 
to have so many commodities selling 
at prices which are ruinous to pro- 
ducers, but at no time since October, 
1929, could restrictive agreements have 
accomplished much in the way of curing 
the business depression. The causes 
for the depression of 1930-1931 lie far 
deeper than unrestrained competition 
amongst producers. 


Dangers in Repeal or Substantial 


Modification of Antitrust Laws 


I have referred previously to the 
danger of repealing the antitrust laws 
and thereby opening the way to con- 
certed action by vested interests to 
check the rise of competing types of 
business. ‘The main case against repeal 
or substantial modification of the re- 
straining provisions of the antitrust 
laws is not based upon that ground, 
however, but rather upon the practical 
aspects of such changes. 

The right of competitors to enter into 
agreements to restrict production, al- 
locate markets, or stabilize prices will 
be of no avail unless it is supported by 
the following privileges: 

1. It is essential that the agreements 
be legally enforcible, with provision for 
the collection of damages from partici- 
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pants who fail to abide by the 
agreements. It is not merely the oppor- 
tunity to form such agreements that 
is important but also the possibility of 
making them really effective. There 
are very few industries in which all 
competitors have implicit faith in the 
promises on word of honor of their 
fellow industrialists, and unfortunately 
this lack of confidence in most in- 
stances is well-founded. Inasmuch as 
under the common law such agree- 
ments have long been held to be con- 
trary to public policy and therefore 
nonenforcible, it would require a 
major operation on our legal system 
to make such agreements legally 
enforcible. 

2. In order for such an agreement to 
accomplish the desired objectives, it 
also will be necessary to permit the 
participants to take coercive measures 
to force all competitors to join in the 
agreement. So long as any remain 
outside, the agreement will at best be 
precarious. 

3. It will be necessary, furthermore, 
to grant the privilege to the combina- 
tion to dictate control of production by 
existing facilities. Prices cannot be 
stabilized for a long period without full 
control of production. 

4. In order that the control of pro- 
duction may be complete, it also is 
essential that the combination be per- 
mitted, at its discretion, to regulate 
the establishment of new producing 
capacity either by existing units or by 
would-be new entrants into the indus- 
try. This would have to cover all 
plant improvements. German cartels, 
which are combinations permitted by 
law, frequently have experienced difh- 
culties when their agreements did not 
adequately control additions to pro- 
ducing capacity either by members or 
by nonmembers. 
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5. It is quite generally recognized 
at the present time that competition 
arises not only between members of the 
same industry but also between indys. 
tries. Hence, if an agreement in One 
industry is to be fully effective, it wij 
be necessary that the combination be 
permitted to enter into agreements with 
similar combinations in other jndys. 
tries, until we have a network of such 
combinations covering practically | 
industry. The cement manufacturer; 
must be permitted not only to agree 
amongst themselves but also to enter 
into agreement with the brick manv- 
facturers, the lumber manufacturers, 
and various other producers. 

6. To secure satisfactory stabiliza- 
tion, finally, the combination must be 
permitted to supervise the marketing 
activities of its members, so that during 
the period covered by the agreement 
none of the members may take advan- 
tage of the situation to attain a strate- 
gic position by securing the best 
distributors or by heavy advertis- 
ing with a view to having superior ad- 
vantages upon withdrawal from the 
agreement. 

The fact that it is essential that these 
conditions be fulfilled to secure stabili- 
zation is amply borne out by the 
experiences with industrial pools in 
this country before the enactment and 
enforcement of the Sherman Anti- 
Trust Law, by the obstacles encount- 
ered by various trade associations and 
trade institutes in seeking to secure 
observance of other types of agree- 
ment, by the history of the German 
cartels, and not least by the valoriza- 
tion plans of our own Federal Farm 
Board and of the copper, sugar, rubber, 
coffee, and various other industries. 
Without such strait-jacketing priv 
leges, price-stabilization agreements 
cannot attain more than very tem 


HARVARD BUSINESS REVIEW 





orary suc 


a to be 


ver, the 


more O} 


. < S ugh 


In the 


f mainta 
for at lea 


ave year 
phil soph 
be accep’ 
for any { 
sjgnifican 
has bee! 
seems tO 
desirable 
continue 
from tim 
new CO! 
without 


primar 


a Crisis 





REVISING THE ANTITRUST LAWS 297 


; at most; if the privileges _ sarily will involve any conflict with the 
inted and utilized, how- antitrust laws. In the decision of the 


Its undoubtedly would Supreme Court in the Maple Flooring 
ive than the evils which case (1925) Justice Stone said: 


co Cure. : It is not, we think, open to question that 

United States public senti- the dissemination of pertinent information 

- likely to adhere to the doctrine concerning any trade or business tends to 

stealenleias competitive conditions stabilize that trade or business and to 

another fifteen or twenty- produce uniformity of price and trade 

: iia i ; ‘ral Practice. Exchange of price quotations 

nd therefore the genera of market commodities tends to produce 

the antitrust laws must uniformity of prices in the markets of the 

an effective condition world. Knowledge of the supplies of 

zone that is of practical available merchandise tends to prevent 

From the analysis which overproduction and to avoid the economic 

-, disturbances produced by business crises 

presented, furthermore, it resulting from overproduction. But the 

to me not only likely but also natural effect of the acquisition of wider and 

that our antitrust laws should more scientific knowledge of business 

in force, with modification conditions, on the minds of the individuals 

, time by court decisions as 28@ged in commerce and its consequent 

a : 7 : effect in stabilizing production and price, 

aiIOnS are recognized, but can hardly be deemed a restraint of com- 

legalization of so-called price- merce, Or, if em . «> oe unreasonable re- 
ion agreements. The task is __ straint, or in any respect unlawful. 

It is the consensus of opinion of econ- 

omists and of many of the most important 

agencies of Government that the public 


is 
r 


f restricting competition but 
making it as intelligent and 


as possible. interest is served by the gathering and 
OS oe er ee dissemination, in the widest possible man- 
— ee . ner, of information with respect to the 
Planning production and distribution, cost and prices 


ject of economic planning is - actual sales, of market commodities, 
pe ecause the making available of such in- 

a the air at the present formation tends to stabilize trade and 

in the view appears to be industry, to produce fairer price levels and 
r widespread that it is necessary to avoid the waste which inevitably attends 
titrust laws to be changed to the unintelligent conduct of economic 
‘execution of such a program. ¢®terprise. Free competition means a free 

sine is siniedl ak. cee and open market among both buyers 

m . ; and sellers for the sale and distribution of 
narily restrictive agreements after commodities. Competition does not be- 
has arisen, it is a delusive con- come less free merely because the conduct 

If planning, on the other hand, of commercial operations ee 
careful study and preparation intelligent through the free distribution oO 
rams of asiine Bae tt Dee knowledge of all the essential factors enter- 

; ; ing into the commercial transaction. Gen- 

vent business depressions or to eral knowledge that there is an accumula- 
their severity, then it is help- tion of surplus of any market commodity 
Until the constructive proposals would undoubtedly tend to diminish pro- 
enting or alleviating depres- duction, but the ee ect gr in- 

ve tech seek cee clearly formation cannot in itsel be said to be 

ak ie = ; restraint upon commerce in any legal sense. 

¢ tian at present, we cannot The manufacturer is free to produce, but 

nat economic planning neces- prudence and business foresight based on 
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that knowledge influence free choice in 
favor of more limited production. Re- 
straint upon free competition begins when 
improper use is made of that information 
through any concerted action which oper- 
ates to restrain the freedom of action of 
those who buy and sell. 

It was not the purpose or the intent of the 
Sherman Anti-Trust Law to inhibit the 
intelligent conduct of business operations. 

We decide only that trade associations or 
combinations of persons which openly and 
fairly gather and disseminate information 
as to the cost of their product, the volume 
of production, the actual price which the 
product has brought in past transactions, 
stocks of merchandise on hand, approxi- 
mate cost of transportation from the princi- 
pal point of shipment to the points of 
consumption, as did these defendants, and 
who, as they did, meet and discuss such 
information and statistics without however 
reaching or attempting to reach any agree- 
ment of any concerted action with respect 
to prices or production or restraining com- 
petition, do not thereby engage in unlawful 
restraint of commerce. 


In the light of this decision and the 
application of the “‘rule of reason” in 
other cases, I do not apprehend that 
any serious difficulties of a legal nature 
will be placed in the way of effective 
economic planning when a sound pro- 
gram has been established on some basis 
other than restrictive agreements. 
The law seems clearly to leave the way 
open to the only sort of planning that 
is really sound; if it does not, let us 
find out just what it is desirable to do 
and then propose modification of the 
law accordingly, instead of seeking to 
let down the bars to restraintive com- 
binations and agreements that will be 
ineffective. 


“Unfair”? Methods of Competition 


Let us turn now to a different ques- 
tion, that of the possibility of making 
competition cleaner and fairer. The 
antitrust laws, as interpreted by the 
courts, condemn two types of activity: 
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first, agreements and conspiracies te. 
sulting in or tending to result in 
unreasonable restraint of trade or 
monopoly. A group of competitors js 
forbidden to enter into a restrictive 
price agreement or unreasonably ty 
restrain trade in any other way. 
Secondly, the laws prohibit unfair 
competition, but under court interpre. 
tations “unfair competition” has been 
given a narrow, antiquated meaning a 
comprehending only actions which ip- 
volve misrepresentation of a product 
or something akin thereto. Unfair 
competition in the legal sense is closely 
related to trade-mark infringement and 
is far less comprehensive than the 
average business man’s concept of un- 
fair methods of trade. 

In between the two types of activity 
rendered illegal by the court interpre- 
tations of the antitrust laws is a large 
area of questionable practices which 
many forward-looking business men 
have been seeking to eradicate. There 
was some indication, during the debates 
in Congress on the Federal Trade 
Commission Act in 1914, that it was 
expected that the term “unfair methods 
of competition,” prohibited by the act, 
would have a substantially broader 
meaning than has been given to it by 
the courts. In the debate on the 
Federal Trade Commission Act in the 
Senate, July 29, 1914, Senator Lewis, 
for example, stated: 


The Senator [Reed of Missouri] is indulg- 
ing a proper respect for his own argument 
made some weeks ago, wherein he con- 
tended that the term “unfair competition 
would be limited to those matters which 
relate to trade-marks involving the impos 
tion of fraud of one merchant by assuming 
to advertise the goods of one man as really 
being those of another; but I must say 

. that while that construction was 
possible in years past, before the present 
conditions of unfair competition were 
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In his reply Senator Reed said: 


} 


ed the phrase “‘unfair competi- 
ring to show that it does have 
meaning, and that if you 

t in this law without qualifying 

ing the Courts will probably 

w that restricted meaning .. . I know 
vas not the purpose of the author of 


intent of the framers of 

the result apprehended by 
r Reed came about; the courts 
continued to interpret “unfair 
ition” in its narrow, antiquated 
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In 1914, it was the understanding 
nd expectation of numerous business 
the law was to prohibit 
practices which seemed to them 

ir, but they have been dis- 
ted. More’ recently various 
groups have attempted to eliminate 
-called unfair trade practices by 
‘““trade-practice conference 

’ which were sponsored and then 

by the Federal Trade Com- 

and by the codes of ethics 

have been set up by agreement in 
trade institutes and associa- 

he trade-practice conference 

codes of ethics vary a good 

and in some instances 
have included certain 
are not inherently 
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unfair, but in the main they have 
sought to prevent underhand competi- 
tion by means of secret concessions, 
discriminatory allowances, and other 
devious ways of surreptitiously gaining 
an advantage in competition. 

The trade-practice conference rules, 
drawn up by business groups, were 
sponsored by the Federal Trade Com- 
mission. After an enthusiastic start 
the Commission’s interest waned, per- 
haps for the very fact that the law as 
interpreted by the courts gave it no 
power to deal with such practices as 
were condemned in these trade rules. 
In 1931, the Commission practically 
junked the whole trade-practice con- 
ference program. Codes of ethics, 
so-called, drawn up and subscribed to 
by the members of various industries, 
have been nominally in force for several 
years. In their best features these 
codes represent highly commendable 
ideals and they have resulted in some 
raising of standards of business 
conduct. Nevertheless, the _ results 
generally are so far short of the ideals 
that the codes of ethics, as well as 
the trade-practice conference rules, are 
significant, not so much for actual 
accomplishment as for evidence of the 
need for legislation to outlaw secret 
concessions, rebates, and many other 
devices for granting underhand favors 
to strong and influential customers. 

Such practices are widespread in 
most industries. They tend always 
to increase marketing costs and at 
times of business depression they add 
to industrial instability by demoralizing 
markets. They are based not upon 
economies of large orders but rather 
upon the wielding of the “big stick” 
of buying power by large purchasers, 
whether manufacturers, wholesalers, or 
chain-store companies, or upon the 
desire of a seller to curry favor by 
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offering concessions or special deals to 
influential customers. The situation 
is not very different from that which 
existed in the railroad business prior 
to the enactment of the Interstate Com- 
merce Law which forbade rebating. 
The renunciation of such practices by 
some business concerns and the formu- 
lation of codes of ethics and trade- 
practice conference rules seem to 
indicate a rather widespread sentiment 
amongst business men in favor of the 
eradication of such practices. I am 
far from certain, nevertheless, that 
business men generally have come to a 
sufficiently full recognition of the evils 
of these practices to support steps to 
secure their elimination. 


Suggestions for Legislation regarding 
Unfair Methods of Competition 


If it really is desired to clean up 
competition and get rid of these pref- 
erential practices, which are probably 
one of the most injurious influences 
at work in our competitive system, 
the following changes in the antitrust 
laws should be made. First, legisla- 
tion should be enacted to broaden 
sufficiently the concept of unfair com- 
petition and unfair methods of competi- 
tion, now comprehended in the law, to 
include not only misrepresentation of 
merchandise but also all discriminatory 
practices in selling goods in interstate 
commerce which work unfairly to the 
disadvantage of some customers as 
against others, even without a recog- 
nizable tendency toward monopoly. 
Secondly, the law should make observ- 
ances of openly announced terms and 
prices by a seller one of the tests of fair 
competition. The failure to announce 
terms and prices openly and any con- 
cealed departure therefrom, directly 
or indirectly, by means of variations 
in cash, trade, quantity, or other 
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discounts, rebates, nominal advertising 
allowances, discriminatory freight 
allowances, split brokerage fees, dummy 
warehouses, or any other means what. 
soever of varying the net cost of goods 
sold to customers should be held to 
constitute prima facie evidence of yp. 
fair competition. 

If such provisions were enacted, each 
vendor could continue to sell to whom. 
ever he chose and also on whatever 
terms he chose, provided that he 
acquainted his customers generally with 
those terms and prices and did not 
practice unfair discrimination. In the 
Supreme Court decision in the Van 
Camp case the court held that dis. 
crimination between customers under 
certain conditions constituted a viola- 
tion of the Clayton Act. Nevertheless, 
this decision is as yet unsupported by 
other decisions, and a long period of 
years will probably intervene before 
the court will reach the stage through 
its decisions that could be attained at 
once by positive legislation. 

Section 2 of the Clayton Act pro- 
vides: ‘‘ Nothing herein contained shall 
prevent discrimination in price between 
purchasers of commodities on account 
of differences in the grade, quality, or 
quantity of the commodity sold, or 
that makes only due allowance for 
difference in the cost of selling or 
transportation, or discrimination in 
price in the same or different com- 
munities made in good faith to meet 
competition.” That section leaves so 
many loopholes for escape that it 
practically nullifies the purpose o! the 
act unless unreasonable restraint of 
trade can be proved. The purposes of 
the changes suggested above are: frst, 
to forbid discriminatory practices; sec 
ond, to place the burden of proof on 
the seller to justify differences in terms 
of sale to different customers, if he 
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they are not unfairly decisions, there is some uncertainty 
ry; and, third, to bring as to just what the law permits and what 
he open terms that now are it forbids. It is desirable to have those 
er cover. points clarified as expeditiously as 
cislation would not be a cure- possible either by court decisions or by 
entire category of the ills of new methods of judicial procedure. 
It could not be enforced It is not desirable or practical to 
me evasions. Nevertheless, modify the law so as to permit restric- 
rve as a strong and effective tive agreements on production and 
the seller in many cases prices as a means of curing business 
ind practices now occur. depressions; the current depression was 
elp buyers of upright charac- not caused by the antitrust laws, and 
w practically are forced in their repeal or liberalization will not 
to blackjack the utmost speed recovery. The law seems to be 
out of each seller with clear in permitting constructive plan- 
place an order. Such legis- ning to prevent business depressions; 
would strengthen the hand if not, the changes that are desirable 
eaders and organizations haye not yet been demonstrated. 
ady have undertaken to Finally, if business men are thoroughly 
business methods on a high ge cious of making competition cleaner 
and fairer, the antitrust laws should be 
amended to broaden the definition of 
TONTT “‘unfair competition” so as to include 
ip. The antitrust laws are @ll unfairly discriminatory practices 
of our competitive system. and to place the burden of justifying 
changing conditions in in- discrimination on any seller who 
inconsistencies in court chooses to indulge therein. 
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THE EVOLUTION OF FASCIST ECONOmIc 
PRACTICE AND THEORY, 1926-1930 


By SHEPARD B. CLOUGH 


URING the World War sheer conflicts in 1924 and 1925 was furthe; 
necessity drove the belligerent economic control decided upon. They 
nations further and further to- a policy was adopted to provide ma. 
ward economic paternalism. Govern- chinery immediately for the settlemen: 
ment control of railways, national of labor disputes and ultimately fo; 
industrial commissions, and State war the control of the economic life of the 
factories sprang into existence over- entire nation. 
night in order to furnish the combatants 


with the goods required. Following the The Corporate State 
conflict most state economic enterprises 
were liquidated, but an important The system which was set up in 1926, 


precedent had been set—the crisis had in answer to the demands of the situa- 
called forth government control in the tion, provided for thirteen syndicates, 
name of nationalism, and the theory six for laborers, six for employers, and 
had become established that all citizens, one for intellectuals and professional 
capitalists with their capital, laborers men. The syndicates were: for en- 
with their hands, and intellectuals with ployers, the National Fascist Confedera- 
their brains, must work to produce for tion of Industry, the National Fascist 
the greatness of the nation. Confederation of Agriculturalists, the 
Italy, like the other Western Euro- National Fascist Confederation of 
pean nations, experienced this develop- Merchants, the National Fascist Con- 
ment, but like most of the others federation of Maritime and Air Trans- 
immediately forgot it after the cessation portation, the National Fascist Con- 
of hostilities. The exigencies of post- federation of Land Transportation and 
war political and economic questions in Inland Navigation, and the National 
Italy, however, forced that nation back Fascist Confederation of Bankers; for 
to government control of economics. employees, the National Confederation 
The impoverishment of the country by of Fascist Syndicates in Industry, the 
the World War and the demoralization National Confederation of Fascist Syn- 
of the political system by class struggle dicates in Agriculture, the National 
resulted in a condition bordering on Confederation of Fascist Syndicates in 
anarchy that required the action of Commerce, the National Confederation 
an authoritative power. The Fascist of Fascist Syndicates in Maritime and 
Party seized the Government in order Air Transportation, the National Con- 
to cope with the emergency and suc- federation of Fascist Syndicates i 
ceeded in restoring order. Itseconomic Land Transportation and Inland Navi- 
program, however, was at first limited gation, and the National Confederation 
to stabilizing the budget and tounsnarl- of Fascist Syndicates in Banks; and 
ing the railway tangle. Only with the finally, for intellectuals, the National 
fall of the lira and the recurrence of class Confederation of Fascist Syndicates of 
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fotellectuals. ‘Theoretically all Italians 
were to join one of these organizations; 
» to 1929, 35798,026 employers, 8,048,- 
s,and 143,940 intellectuals 
1 


AIC 


608 employee 
na enre lled. 
~ Above these a Ministry of Corpora- 
rions was set up to serve as a govern- 
mental clearing house for all difficulties 
arising between employers’ and em- 
sloyees’ syndicates and to direct the 
establishment of the new system. 
Strikes and lockouts were prohibited, 
orovision being made to settle disputes 
by negotiation; labor courts were estab- 
lished to pass upon the interpretation 
.ad fulfillment of contracts, and provi- 
ions were made for the negotiation of 
‘ollective contracts by representatives 

f labor and capital. In other words, 
:pital was organized on the one hand, 
labor on the other, and the State (vzz., 
he Fascist dictatorship) set itself up 
between them to keep peace lest pro- 
duction be jeopardized by class dis- 
putes and the Fascist strength be 
weakened by internal dissension. 

How well and at what cost the 
Corporate State has performed its task 
itis still rather difficult to judge, but it 
may not be too early to venture a few 
observations. In the first place, one 
may ask whether the results of the 
system have been commensurate with 
ts cost. The annual expenditure of 
the Ministry of Corporations and of 
the thirteen syndicates is approximately 
68,207,000 lire. This is very little 
when one compares it with the loss 
caused by strikes and lockouts. From 
1916 to 1922 the average number of 
days lost annually on account of strikes 
in industry alone amounted to 7,600,- 
000. At the present average daily 
wage of 16.56 lire this would amount to 
the formidable total of 125,856,000 
ire, Or nearly twice the running cost 
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of the new system. Of course, strikes 
and lockouts serve as a curb on over- 
production, and without them the curb 
may take the form of unemployment, 
but the fact remains that their abolition 
is an attempt to rationalize relations 
between capital and labor. 

Secondly, the question arises, which 
class has profited the more by the 
Corporate State? This is extremely 
dificult to answer because so many 
factors must be taken into considera- 
tion, but here, too, a few reflections 
may not be amiss. Up to date much 
attention has been given to effecting 
a balance between capital and labor, 
and whenever anything has been done 
for the benefit of one class a compensat- 
ing act has been made in favor of the 
other. Thus, although price fixing to 
reduce the cost of living has been 
practiced,? wages have been lowered; 
although social insurance and social 
welfare have been greatly encouraged, 
the adult education carried on by 
Dopolavoro being quite remarkable, 
the eight-hour day has been abolished; 
and although state unemployment bu- 
reaus have been erected, ambitious 
public works have been undertaken, 
and employers have frequently been 
forced to take more men than they 
actually needed, workers have been 
deprived of their most effective weapon 
—the strike. 

Occasionally the Government has 
taken measures which would indicate 





2A Central Corporate Committee and Provincial 
Corporations (known from 1927 to 1929 as the Central 
Intersyndical Committee and Provincial Intersyn- 
dical Committees, respectively) exist to deal with 
wages and prices. See Disciplina del Commercio. 
Disposizione annonarie. Rome: Libreria Generale 
dello Stato, 1928. Price fixing of foodstuffs has been 
given up. See Law of May 19, 1930, No. 1084. See 
also Fantini, La Politica Economica del Fascismo. 
Rome: Tiber, 1929, p. 58. Celestino Arena in his 
Problemi Italiani del Lavoro, Rome: Tipografia della 
Camera dei Deputati, 1927, p. 73, maintains that 
Italian labor is in a worse condition than in 1913. 
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that its sympathy was with the workers. 
It has forced certain factories to keep 
open under the threat of government 
operation in order that men might have 
work for their support. Of late, for 
example, the Fiat Company has at- 
tempted paying its men for a minimum 
of forty hours a week, whether or not 
employed, the excess paid to be deducted 
from their wages in rush seasons when 
they are working more than forty 
hours a week. On the other hand, the 
State has also acted in such a way as 
to make one think that its interests 
were entirely with capital. For in- 
stance, in 1928, it went so far as to 
force Rossoni to resign—Rossoni, who 
had consolidated all the workers’ syndi- 
cates and the intellectuals into one 
master National Confederation* and 
who had been unanimously chosen by 
labor as its leader. At all events the 
Corporate State, up to January, 1930, 
had been able to negotiate 172 national 
and §,721 provincial collective con- 
tracts, an indication that considerable 
progress had been made in effecting 
satisfactory working agreements be- 
tween the two classes. There has been 
a tendency since the establishment of 
the Corporate State to make it the 
fulcrum of the political system, as is 
indicated by the electoral law of 1928. 
All this has led many people to believe 
(and the Fascist leaders to preach) 
that the dictatorship working through 
the Corporate State has served its 
purpose of effecting social justice and of 
keeping the social peace. 





3 The National Confederation of Fascist Syndicates. 
This amalgamation had been provided for by law and 
could have been duplicated by the employers’ con- 
federations. ‘The employers’ groups were too jealous 
of one another to effect such a union, however, and as 
a result Rossoni, representing all labor, had been able 
to drive hard bargains. Following his resignation the 
master labor Confederation was divided into its seven 
component parts. 
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Stabilization of the Lira and Later 
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The settlement of class disputes re. 
moved but one evil; it by no mean 
guaranteed the economic Prosperity of 
the Italian nation. The financial shar 
had to be straightened out and the cogs 
of production had to be made to dove. 
tail with the new conditions of things, 
Count Volpi, who replaced De’ Stefan; 
at the Ministry of Finance, turned firs: 
to the stabilization of the lira. The 
emission of currency was limited to 
the Bank of Italy, thereby depriving 
the Bank of Naples and the Bank oj 
Sicily of the privilege. These three 
banks had been the only banks of 
emission since 1893. Italy’s debts to 
America and Great Britain were settled; 
the American debt for $2,042,000,000, 
an effective reduction of 74%, to be 
paid in sixty-two annuities; and the 
British debt, reduced from £610,840,000 
to £276,750,000 to be paid in sixty-two 
annuities. <A loan of $100,000,000 was 
obtained, November 18, 1925, from 
J. P. Morgan and Company, which 
was used to reduce the circulation oi 
paper money; and the floating debt o! 
short-term notes, which comprised 30°; 
of the Italian national debt, was funded 
by the Lictor’s loan. Gradually the 
amount of paper money in circulation 
was reduced until in November, 1927, 
the reserve provided a cover of 57%, and 
the Bank of Italy slowly contracted 
its credit operations to cause a shortage 
of currency and a rise in the lira. The 
effect of these measures sent the lira, 
by the Decrees of December 21, 1927, pee 
and February 26, 1928, from 27.36 to ae 
the dollar in January, 1926, to 18.60 Carme 
in December, 1927, and at the latter New 1 
date it was legally stabilized at 19 ' a 
the dollar. 
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The stabilization of the lira at sucha 
sh value did not have entirely favor- 
‘ile economic results. The period of 
fation, although it had brought forth 
_ymerous strikes, had allowed producers 
.o sell cheaply in world markets, had 
‘ncreased buying within Italy, and had 
lessened unemployment. When defla- 
tion began, exporters discovered that 
the increased value of the lira mitigated 
against successful competition in the 
world’s markets, and foreign trade as a 
matter of fact suffered, as the following 








foures, in millions of gold lire, show:4 
1926 | 1927 | 1928 

Imports 5,168 | 5,386 | 5,972 

Exports 4,229 4,132 | 3,967 














Moreover, the restriction of credit and 
the reduction of currency in circulation 
brought forth the harsh protests of 
business men who needed capital for 
their affairs. Prices were slow in going 
down to adjust themselves to the new 
value of the lira, and buying fell off 
because purchasers wanted to wait for 
the drop. All these factors resulted in 
reduced production, and reduced pro- 
duction resulted in increased unemploy- 
While at the end of 1925 there 
were Only 122,200 workers idle, at the 
end of 1927 there were 414,283.° 

In 1929, a decided amelioration in 
Italy’s economic condition began, and 


ment. 


* Annuario Statistico, 1930, p. 277. 
* Supino, Storia della Circolazione Cartacea. Rome: 
eta Editrice Libreria, 1929, p. 271. Italian un- 


yment statistics are based on unemployment 
These are paid to any person 
ree months in succession. Thus, if a man 
inemployed longer than that period, the 
fail to record his unemployment. See 
en Haider, Capital and Labor under Fascism. 
‘ew rork: Columbia University Press, 1930, p. 232. 
t e remembered in this connection that the 

f Italy has a net annual increase of about 
Annuario Statistico, 1930, p. 24. 


iTance payments. 
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she seemed about to emerge from the 
lira-stabilization crisis. ‘The index of 
industrial activity, calculated by the 
General Confederation of Industry on 
the basis of conditions in October, 1927, 
showed index figures of 107.16 for 
March, 1929, 111.77 for June, 118.02 
for September, and 110.35 for Decem- 
ber. Prices had dropped and, although 
unemployment had not decreased, Ital- 
ians looked to the future with optimism 
in their eyes. Then, just as the silver 
lining in the dark economic clouds 
began to show, the world economic 
crisis, signalized by the Wall Street 
crash of November, 1929, broke over 
Italy. Although it is too early to know 
statistically just how severe that crisis 
is, provisional figures show that Italy 
is threatened with a budget deficit, that 
her unemployment has increased, that 
production has fallen off, and that her 
foreign trade has suffered a setback. 


Active Government Intervention in 
Economic Matters 


Because of these almost continuous 
bad times, the Fascist Government has 
been virtually forced to do whatever it 
could to regulate the economic life of 
Italy. The policy of laissez faire is 
obviously a policy suitable only for 
good times; a strong government can 
scarcely refrain from intervention in a 
period of depression. Moreover, laissez 
faire is a policy that is hardly suitable 
for the nationally ambitious govern- 
ment of a poor country. And Italy is 
She lacks those raw materials 


poor. 
considered essential to an industrial 
society—iron, coal and oil. Her esti- 


mated wealth is less than a tenth of that 
of the United States, and the index of 
the standard of living of her workers 
in 1926 was only 45, as compared with 
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London, 100, and Philadelphia, 175.® 

Despite this poverty, the Fascists have 

desired for nationalist reasons to run 

an establishment as elaborate as that of 
wealthier countries. Thus, because of 
economic crises, Italy’s poverty, and 
the nationalism of the Fascists, the 
Fascist Government has intervened in 
the economic life of Italy with a will. 
First, it has aimed to keep up produc- 
tion, because the more production 
dwindles, the less possibility there is of 
collecting the desired amount of taxes 
and the greater is unemployment with 
all its accompanying problems. Sec- 
ond, it has endeavored to improve the 
balance of trade and payments, because 
an unfavorable balance, even though 
temporary, would endanger the position 
of the lira. Third, it has fostered those 
industries which are vital to national 
defense. Every part of the Fascist 
economic program of paternalism seems 
to relate directly to one of these items. 

In order to sustain production, con- 
tracts for 350 million lire worth of 
railway rolling stock were made and 
not less than 400 million lire worth of 
work was let by the Ministry of Marine. 
The natural silk industry, which had 
been in a particularly precarious posi- 
tion, was given the State’s special 
attention, and a semipublic society was 
established to regulate the industry and 
to facilitate the obtaining of credit. 

In order to develop new industries 
to produce goods formerly imported, 
import duties were not collected on 
machinery destined to be used in the 
production of sugar, cement, artificial 
silk, synthetic ammonia, coal, and 
certain textiles. Moreover, subsidies 
were provided for scientists engaged 





® These figures were taken from the British Ministry 
of Labor Gazette for 1927. See also C. McGuire, 
Italy’s International Economic Position. New York: 
The Macmillan Company, 1926, p. 534. 
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in research for the promotion of Italian 
industry, and two experimental sta. 
tions, one for canned goods and the 
other for silk, were established. In 
order to revitalize those industries 
which were deemed important to Italy’s 
national defense and prestige, the Goy. 
ernment gave a subsidy of 34 million 
lire for merchant-marine construction 
226 million lire in 1929-1930 for mer. 
chant-marine services, and 74,500,000 
lire for civil aviation. Moreover, a 
policy adopted before the crisis, of 
requiring all official or semiofficial socie- 
ties to place their orders by preference 
within Italy, was rigidly adhered to. 
The Government’s action in agricul- 
ture was concerned largely with an 
attempt to increase the production of 
wheat in order to satisfy the large needs 
of spaghetti manufacture. For years 
Italy has had to import vast quantities 
of grain (2,788,742 tons in 1923) and 
this single item has loomed large in her 
unfavorable balance of trade. For 
these reasons Mussolini instituted in 
1925 the “battle of grain” which, in his 
own words, aimed “‘to free the Italian 
people from the slavery of foreign 
bread.”” The battle has been encour- 
aged by prizes for good crops, by educat- 
ing farmers in the latest methods of 
cultivation, and by immense quantities 
of popular propaganda. Concerning 
the outcome of the battle there is wide 
divergence of opinion. Fascist statis- 
tics show that production of wheat has 
increased from an average of 10.4 
quintals per hectar in the period 1909- 
1914 to 12.7 for the period 1927- 
1929, without a diminution in the pro- 
duction of other agricultural products. 
Many economists, especially anti-Fas- 
cists, maintain that exact statistics 
for the national wheat crop cannot be 
obtained and that the figures cited are 
arbitrary guesses. Whatever the truth 
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the fact remains that Fascist 




















Italian the 
al sta. mic paternalism is extending its 
nd the sien for self-sufficiency to agricul- 
d. Ip -- Indeed, in addition to the battle 
lustries ain, the Fascists founded a National 
Italy’s MP Consortium for Agrarian Credit, which 
e Gov. m April, 1928, to December 31, 1929, 
Million jvanced 298,225,000 lire to farmers, 
ction, Mand for 1929 paid a dividend of 5%, 
r mer- they outlined an important recla- 
90,000 n project for the improvement of 
er, a 2 823,000 hectars. 

Is, of In the field of international commerce 
socie- MM the Fascists have had to be particularly 
rence vigilant in order not to increase the 
to. unfavorable balance of trade, a balance 
ricul. WM which is already dangerously great. 
h an 

vale (Adverse 
eed Im- Ex- (Balance 
rears | ports* ports® | of 

9 | Trade* 
Itie - | 

an 1910-191 (annual | 

he averag .| 3,496 | 2,528 968 
Bae 5,896 | 2,847 | 3,049 

: “g 3,857 | 2,617 | 1,240 
tre 5,168 | 4,229 939 
his 5,781 | 4,041 | 1,740 
oo ae 

wan *In millions of gold lire. 
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Although an improvement may be 
noted in the balance since 1920, in 1927 
exports were still 71.9% of imports.’ 
For this reason Italy is fundamentally a 
protectionist state. Fantini, a Fascist 
economist, states: ‘Protection tends to 
encourage national production in the 
iace of foreign competition and ‘dump- 
ing’; it serves to provide work for one’s 
tionals; it forms production on a large 
ile at lower costs; it aids infant indus- 
; and it tends to develop one’s 


industries ... ”8 Italy has been 


¢ were undoubtedly “invisible items” that 
ed tor part of the difference, such as payments 
me services, remittances of emigrants, rep- 
i foreign borrowings, if these might be 
visible items. 
p. ctt. (footnote 2), p. 138. 
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forced, nevertheless, to have a rational 
tariff, because she lacks many raw 
materials which she wants to import 
freeofduty. ‘This explains in part why 
her general tariff index is only 16% ad 
valorem and her tariff index on manu- 
factured articles 22% ad valorem. It 
explains also why the Fascists have 
made such an enormous number of 
commercial treaties in a search for 
reciprocity agreements. Italy is forced 
to work on the theory that she will 
trade with those who will trade with 
her; if she suffers because of the high 
tariffs of certain countries, she is not 
slow to retaliate. But while Italy must 
keep out manufactured goods, she 
must do all she can to sell her own 
products abroad. To this end the 
National Institute for Exportation was 
created by Royal Decree, April 18, 
1925, under the supervision of the 
Ministry of Corporations. It has been 
active in studying foreign markets in 
order to know their demands and prices, 
in informing Italian exporters concern- 
ing its findings, in making suggestions 
to the Government concerning custom 
duties, and in coordinating the efforts 
of all those who have to do with foreign 
trade—producers, carriers, and sales- 
men. Not the least important service 
which it renders is to manage state 
export-credit insurance which allows 
exporters to extend credit with a feeling 
of security. The State allows it to 
issue insurance up to 200 million lire a 
year. Also, in order to push Italian 
goods abroad the State has provided, 
in the Royal Decree of May 14, 1927, 
No. 790, for a 15% reduction on railway 
rates for goods to be exported; and, in 
order to build up its ports, it has ac- 





*An example of retaliation was seen when she 
raised her rates on foreign automobiles, by Royal 
Decree June 27, 1930, No. 858, to almost insurmount- 
able heights following the American 1930 tariff. 
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corded special railway rates on foreign 
goods leaving the country va Trieste, 
Venice, and Genoa and on Italian goods 
going out wa Trieste, Fiume, and 
Venice. 


Governmental Machinery for Forming 
Italy’s Economic Policies 


This tremendous activity of the 
Government in studying, planning, di- 
recting and regulating the economic 
life of Italy in the last five years has 
required the assistance of many of the 
already existing governmental organs 
and the creation of new ones. For the 
most part the new work has fallen 
to the lot of those bodies which were 
created by the Corporate State. The 
six employers’ confederations, estab- 
lished primarily for the purpose of 
settling labor difficulties, have wit- 
nessed a decided evolution into bodies 
that are definitely occupied with the 
economic problems of their trades. 
The Ministry of Corporations, created 
in 1923, Royal Decree of July 5, which 
was originally designated as a clearing 
house for labor disputes, has become 
more and more an economic ministry; 
in 1929, it assimilated the commercial, 
industrial, and social welfare and credit 
work of the Ministry of National 
Economy; the only remaining branch of 
that Ministry’s activity, agriculture, 
went to form a new Ministry of Agri- 
culture and Forests. ‘Then there is the 
National Council of Corporations. It 
was created in 1926 as a consultative 
body to the Ministry of Corporations, 
but it was reorganized and its powers 
were extended by the Law of March 20, 
1930, No. 206. It is composed of about 
one hundred members, most of whom 
are representatives of the thirteen con- 
federations or of certain other public 
associations, but a few of whom—+e.g., 
the head of the Government and the 
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General Attorney of the Court 4 
Cassation—are members by the right of 
office. The members have been di. 
vided into sections since Febryary 
1931, called corporations, corresponding 
to the Confederations; there is one {o; 
industry, another for agriculture, an. 
other for commerce, a fourth for land 
transportation, a fifth for sea trans. 
portation, a sixth for banks, and , 
seventh for the professions. It js ex. 
pected that most of the detailed work 
will be done by the sections and that 
full assemblies will be held only to 
discuss problems of an admittedly 
general nature. The Council will han- 
dle differences between capital and 
labor which cannot be settled in the 
lower stages of the corporate state’s 
hierarchy; it will discuss general prob- 
lems of production; and its sections 
will deal with questions affecting special 
branches of economic life. These sec- 
tions correspond in a general way to the 
corporations’ representatives of the 
workers and employers provided for 
by the Law of April 3, 1926, Articles 
41-44. The National Council of Cor- 
porations has in its organization a touch 
of the mixed syndicalism advocated by 
Rossoni, but its purpose is to coordi- 
nate all the elements of production in 
the interest of national economic 
development. 
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The Economic Theory of Fascism 


The evolution of Fascist economic 
practice in Italy has been accompanied, 
and in certain cases possibly preceded, 
by an economic theory which Fascists 
look upon as distinctly theirs. ‘This 
theory is based upon four principles: 
first, that the welfare of the state 
superior to the welfare of the individual, 
second, that labor in all its forms 1s 4 
social duty, because production is the 
basis for national economic strengt 


imposs' 
The 
Charte 
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fare: third, that private in- 
preferable to state socialism; 


ith, that the State must control 


C N ti 


- production of the nation 
of the corporate system.” 
he most comprehensive state- 
this theory is contained in the 


- Charter of 1927, a document 


drawn up by Rossoni to 

e legal principles for collec- 
ts, but which was reworked 
\linistry of Corporations and 
yers’ confederations until it 
rely a statement of economic 


‘“\fagna Charta”’ of nationalist 
; begins with the proposition, 
nation is an organism 

whose life, and whose means 

e superior to those of the 
lividuals occupying or forming 
moral, political, and eco- 

y, which finds its complete 

in the Fascist State.”’ This 
choed and reechoed in the 
of Fascist economists and has 
ed up best perhaps by Arrigo 

an agricultural economist: 
clearly and resolutely denies 
vidualism of the 18th century; 
that the individual is prior to 
and independent of it; it 

t the so-called natural rights 
that of property ... Social 
are today fused in the interest 
n. If we donot admit that 
nal interest is superior to that 


individual, every idea of duty, 


riice, of subordination becomes 


711 


econd article of the Labor 
reads, “Labor in all forms, 


the Labor Charter of April 21, 1927, especially 


7,9 and 13. 
rpieri, Problemi della Terra nell’ Econo- 
Rome: Diritto del Lavoro, 1929, 


intellectual, technical, and manual, is 
a social duty. In this sense, and only 
in this sense, is it under the guardian- 
ship of the State. The whole body of 
production is a single unit from the 
national point of view; its objects are 
unified and are summed up in the well- 
being of the producers and the devel- 
opment of national strength.” All 
Italians must go to work, capitalists 
with their capital, intellectuals with 
their brains, and manual laborers with 
their hands, in order that Italy may be 
greater and that her sons may enjoy a 
better life. Arnaldo Mussolini, the 
late brother of I] Duce, has voiced this 
idea: “A people is as strong as the 
number of men who lend their talents 
to production and to the amelioration of 
the collectivity. ‘To increase the well- 
being and the production [of the nation] 
is a task of fundamental wisdom, which 
works to the advantage of the indi- 
vidual and strengthens progressively 
the Nation and the State.’’!” 

Private initiative versus state social- 
ism is discussed in the first sentence of 
Article 7 of the Labor Charter: “The 
Corporate State considers private in- 
itiative in the field of production to be 
the most efficacious and most useful 
instrument in the interests of the na- 
tion.”’ This belief, too, has been sup- 
ported by Fascist economists: “There is 
nothing more erroneous or more false 
than this conception (state socialism) ; 
it is absurd as a thesis and infantile as a 
means or as anend. Private initiative 
is always the strongest, the most 
original, and the most dignified founda- 
tion for all production and activity.” 

State intervention in economic pro- 
duction may be resorted to, however, 
according to Article 9 of the Labor 
Charter, when “private initiative is 





12 In his article Ordinamento Corporativo e Iniziativa 
Privata, quoted in Fantini, op. cit. (footnote 2), p. 21. 
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lacking or is insufficient, or when the 
political interests of the State are 
involved. Such intervention may as- 
sume the form of control, assistance, 
or direct management.” The employ- 
ers’ associations (state agencies) are 
to “promote in every way possible an 
increase in production,” and the State is 
to keep peace between labor and capital 
and see to it that the “‘consequences of 
crises in production and finance are 
equally divided among all factors of 
production.”’ Arnaldo Mussolini thus is 
quoted by Fantini:'* “The State, we 
know by experience, is not able and 
ought not to be an active element in 
production. It... is not able to 
support competition or to undergo the 
chance of the vicissitudes of produc- 
tion. But inasmuch as we live in 
an intense period of life in which it is 
easy to lose notions of value and duty 
and inasmuch as our times are propi- 
tious for the most unbounded selfishness, 
the strong State intervenes with its 
laws and with its labor courts to correct 
eventual unequilibrium and hardships 
in the field of production ... The 


us Op. cit., p. 22. 
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State traces the great lines which 
production must follow, calls to duty 
the slackers, and holds in check the 
intemperance of those who consider 
wealth as an end in itself and not as , 
means for the amelioration of indi. 
viduals and of the nation. Between 
these far-seeing correctives and private 
initiative there is an abyss.” 

The Fascist State, then, puts its 
trust in private initiative and private 
capitalism, both of which are, however. 
to be subject to the control of the State. 
This “control” will consist of regulat- 
ing present affairs and of planning 
future developments in the interest of 
the nation. It would be a foolish 
boast to claim that this new form of 
economic paternalism will result in 
turning all Italy to gold; most Fascists 
believe that Italy will remain a com- 
paratively poor nation. They do hope, 
however, that the new system will 
provide a better utilization of Italy’s 
economic resources and that it will keep 
the Italian economic machine running 
smoothly. They hope thus to ap- 
proach, if not to achieve, the economic 
ideals of modern nationalism. 
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NORWEGIAN SHIPPING AFTER THE 
WORLD WAR 


By JOHN O. EGELAND 


since the World War obstacles have been surmounted is the 

'; unparalleled in history. The best proof of the inherent strength and 
tenance of neutral Norway’s right the solid basis of the Norwegian ship- 

oly the high seas had cost more than ping industry, which has developed as 
»o00 lives, and the material damage _ the result of centuries of experience and 


Tai development of Norwegian The remarkable way in which these 


Exuisit I 
lure Loss of TonnaGE CAUSED BY THE WAR uP TO THE Enp oF 1918, INDICATED 
~~» Per CenT OF AGGREGATE TONNAGE AT THE COMMENCEMENT OF THE War (aS 
STATED IN LLoyp’s REGISTER FOR 1914-1915) 
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ed by the submarine warfare was a natural predisposition developed by 

ewiseoverwhelming. Statisticsshow the nature of the country and the 
t Norway lost no less than one-half characteristics of its people. 

entire merchant marine as a The War, of course, brought with 

f the War. This is a greater it an enormous revenue to shipowners. 

ion than that lost by any other Generally speaking, this revenue was 

neutral or belligerent, as is managed in such a manner that at the 

strated by Exhibit 1. end of the war boom Norwegian ship- 

‘he tremendous inflation of all ship- owners had capital at their disposal 

, values during the War, and their which permitted them not only to fill 

collapse some twelve years ago, the gaps caused by the War, but also to 

| problems which put the judg- undertake such expansion as to make 

i abilities of Norwegian ship- the Norwegian Merchant Marine to- 

a very severe test. day the most modern in the world. 
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From the viewpoint of size it is now 
third in the ranks of the seafaring 
nations, surpassed only by England and 
the United States of America; Japan 
and Germany having just recently been 
outstripped by Norway. A few figures, 
given in Exhibit 2, will illustrate the 
development. 











EXHIBIT 2 
Tora, RecistereED NoRwWEGIAN MERCHANT FLEET 
| 
| Steam and Motor Sailing 
Year Tonnage (Gross Vessels 
| Tons) (Gross Tons) 
SS 1,580,268 280,124 
Of this 1,511,658 steam 
and 68 ,610 motor 
ee Ore 2,649,255 35,205 
Of this 2,260,023 steam 
and 389,232 motor 
ee 2,840,741 14,293 
Of this 2,226,071 steam 
and 614,670 motor 
arr 4,111,000 3,584 
Of this | 2,432,000 steam 
and 1,675,000 motor 











The Development of the Motor Ship 


Particular attention should be 
attached to the exceedingly rapid 
increase of the Norwegian motor-ship 
fleet during this relatively short period, 
more especially during the latter half. 
At the outset this group comprised 
only 68,610 gross registered tons, as 
compared with about 1,675,000 now— 
that is, 4% of the entire merchant fleet 
at the beginning and 40% at the end of 
the decade. Only England has a 
larger motor-ship fleet than Norway, 
and the tonnage of the leading nations, 
so far as this type of vessel is con- 
cerned, is approximately as shown in 
Exhibit 3. Relatively speaking, the 
position and importance of the Nor- 
wegian merchant fleet becomes of even 
greater significance; it represents no 
less than 14% gross registered tons per 
inhabitant in Norway as compared to 


about 0.50 ton in England, 0.12 ton 
in the United States and 0.07 ton in 
Germany. 


Exuit 3 
Moror-suip FLEEts or Various Nations on Jungs 
1931 , 
(Approximate figures in gross registered tons) 
PINE is Hiss ianciie decane 2,600,000 
POUT is 5s cp onins cunuea buses 1,675,000 
United States of America........... $00,000 
SEES Fae ae 700,000 
GO ni ivcstancandenssneedts 650,000 
BOON nce ide coon chee 600, 000 
SU 55 so a oe 600, 000 


The Source of the Capital Investment 


As to the quality of the Norwegian 
merchant fleet, it is sufficient to add 
that more than 37% of it has been built 
during the past five years, while no 
other country can show a higher propor- 
tion than about 25%. During 1930 
and 1931, approximately 870,000 tons 
of new vessels, of which 726,000 tons 
were motor ships, were added to the 
Norwegian fleet. The trend of the de- 
velopment, in so far as the annua! 
growth of the Norwegian merchant 
fleet is concerned, may be seen from 
Exhibit 4 on page 313. 

It goes without saying that a de- 
velopment of this kind must have 
absorbed an enormous amount of capi- 
tal, probably about 400 million dollars, 
which is practically incomprehensible 
when considered in relation to the 
country’s resources as a whole. To 
a certain extent owners have availed 
themselves of their own resources which 
were strengthened during the World 
War, or have resorted to public invi- 
tations to subscribe for capital. It 1s 
estimated that the share capital of Nor- 
wegian shipping companies amounted 
to 278 million kroner before the War. 
In 1920, at the end of the boom created 
by the War, the capital had increased 
to 1,092 millions. The deflation of 
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> values since that time reduced 


to about 700 millions in 1929. 
t value of the fleet, however, 


present 


iderably higher, probably about 
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have at different times stressed their 
viewpoint by refusing the temporary 
advantages which might admittedly 
be derived from government support 


























s99 million kroner, of which no less_ of one kind or another, but which have 
450 millions are accounted for by always had a depressing effect in the 
which have been added to the long run. Both at home and abroad 
EXHIBIT 4 
Gr Accession OF NEW AND SECONDHAND VESSELS ACQUIRED FROM ABROAD, 
1921-1930 
: 7" ao . Total Total 
Stean Motor Vessels | Sailing Vessels | 

maictads | a ee ries siete Gross Increase Net Increase 

Num Gr. Num-| Gr. | Num-| Gr. | Num- | Gr. | Num- Gr. 
ber | Reg. Tons} ber | Reg. Tons ber | Reg. Tons ber | Reg. Tons | ber | Reg. Tons 
105 | 299,015 | 27 | 34,061] 1 | 647 | 133 | 333,723 | +36 | +204,653 
1923 0 | 129,406] 13 | 37,666) 4 | 8,023 | 77] 175,095 | —44 | + 16,729 
2 69 103,55! 21 44,153 | § 9,076 | 95 156,780 | —SI | — 40,961 
)24 98 | 127,314] 15 44,940 | 2 310 | 195 | 172,564 | — 5 | + 25,173 
1925 113 | 135,066} 39 139,919 | 3 | 518 | 155 | 275,494 | +72 | +175,271 
50 82,908 35 155,236! 1 | 104 | 86] 238,248 | — 2 | + 87,860 
7 51 118,436 | 25 126,250; 3 | 860 | 79 | 245,546 | —21 | + 94,741 
5s 114,653 34 201 , 867 EA 240 | 90 316,760 | —15 | +164,865 
) 127 214,221 42 181,344 | Oo | o | 169 395,565 | +78 | +291,460 
Bo | 124,515 | 72 417,897 2 255 | 154 | 542,667 | +98 | +443,573 
32 | 94,353 | 45 307,913 I 105 | 78 | 402,371 | +44 | +354,737 
in the course of the last three years Norwegian shipowners have always 
he heavy ordering of new subscribed to the principle of free 
in this period, however, has competition. They have, therefore, al- 


rendered possible mainly by ex- 
credits, some of which have 
of an artificial nature owing to 
nterest of certain governments in 
their shipyards in activity. 
the other hand, these credits bear 
ness to the high reputation enjoyed 
orwegian shipowners, Norwegian 
and the Norwegian shipping 
istry all over the world. 
t should be noted that this tremen- 
is expansion has been carried through 
ly by the initiative and power of 
twegian shipowners themselves and 
ut state subsidies or any other 
ns of state support whatsoever on 
( of the home country. In 
s respect Norwegian shipping occu- 
1 unique position, and shipowners 


part 


ways been able to give wholehearted 
support to international protests 
against flag discrimination or other 
kinds of national preferences in dif- 
ferent countries. Our Scandinavian 
cousins in Sweden and Denmark have 
also helped to hold the fort in defense 
of this principle. These two coun- 
tries, together with Norway, have 
been able to do this with added force 
because from times immemorial they 
have always been open to free com- 
petition for the transport of goods to 
or from their ports. This freedom 
transpires clearly from figures showing 
the amount of traffic handled inward 
and outward from these countries. 
Thus, in 1929, Swedish ships handled 
only 43.7% of the traffic to and from 


ameawe@nem eesc4cacane ge 28269 4 
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Swedish ports, while Norway’s share 
of its own home traffic at the same 
time was about 47%. 


Operating Problems: Revenues 


The revenue of the shipping industry 
has always played a very important 
role in Norway’s economic life as one 
of the main sources for covering the 
inevitable deficit in this country’s for- 
eign-trade balance. The total gross 
freights earned by Norwegian vessels 
in foreign waters amounted to the 
following figures: 


RODE ds ay tace.deupouswed 211 million kroner 
OR cds osieteida ace een 1,280 r ” 
EE rt 484 ‘i ” 
Ee OTe re eur 415 . 7 


A far larger part of the revenue of 
Norwegian vessels than is common in 
other countries derives from long-term 
contracts, more especially from time- 
charterers. ‘This is not a new develop- 
ment; in fact, it is an old-time custom, 
which prevailed long before the World 
War, when about one-half of the entire 
merchant fleet was generally operated 
on this basis. In the first years after 
the War the time-charter quota de- 
clined to some 25%; more recently, 
however, due mainly to the invasion 
of most of the new tankers into the 
time-charter business, a rising tendency 
has again been evidenced, in spite of the 
constant growth of the liner fleet, etc., 
whereby the rate has gradually risen and 
now has surpassed 30%. 

In Denmark and Sweden different 
operating conditions than elsewhere 
have always prevailed, partly on ac- 
count of the comparatively far larger 
percentage of liner tonnage in those 
countries. The geographical position 
of Denmark and Sweden has moreover 
made it natural for their tramp vessels 
primarily to seek employment in the 
Baltic timber and coal trades on their 
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own account, while Norwegian Vessels to 
a greater extent have been world-wide 
traders which are placed at the disposal 
of important industrial and trade cop. 
cerns for all kinds of transports op 
fixed time limits at a certain remuners. 
tion per month. Therefore, only a 
fraction, about 6% or 7%, of the 
Danish and Swedish merchant fleet 
is employed on a time-charter basis. 
This, as will be seen, makes a striking 
contrast to the tonnage rates stated 
above for the Norwegian tonnage. 
During the post-war reconstruction 
process, Norwegian shipowners have 
frequently been faced with problems 
which at the time seemed insoluble, 
but which nevertheless have been sur- 
mounted without serious or lasting 
strain. The unexpectedly rapid appre- 
ciation of the Norwegian kroner to 
par—the full pre-war parity was at- 
tained in the spring of 1928—was a 
serious blow to most shipowners. A 
very large part of the new tonnage had 
been bought or contracted for at a time 
when 32 Norwegian kroner equaled 
one pound sterling, as against kr. 18.20 
normally, and it was anticipated, as a 
consequence of assurances given by 
leading politicians and financiers, that 
appreciation of the currency would 
be so regulated as to take place only 
very slowly. Instead, the kroner ap- 
preciated in value by approximately 
40% in about two years. This, natu- 
rally, created a most serious difficulty, 
particularly in connection with adjust- 
ing expenditure to the new level of 
revenue. 


The Shipping Depression 


During the spring of 1928, when this 
special crisis was particularly acute, 
Norwegian ships were forced into idle- 
ness in much larger numbers than at 
any time since the collapse of the post- 


war boom. 
entire mer< 
that time. 
especially 
or in the § 
laying-UP 
one-quarte 
these figur’ 
by those fF 
crisis, wh 
more pron 
ension of 
in Septen 
conditions 
exception: 
be reflecte 
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Tonnage 
Groups 
Gross Tons) 
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500-1 ,000 
1,000-2,000 
3 000-3 ,000 
3,000-4, 000 
4,000-5,000 
s,000-6 ,000 
6,000-7 ,000 
7,oo0andove 


Total....- 
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500-1 , 0 
1,000-2,¢ 
2,000-3,¢ 
3,000-4,¢ 
4,000-5 ,¢ 
5000-6, 
6,000-7, | 

over 7,0 
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om. About 10% of Norway’s marine had been forced into idleness, 
» merchant fleet was laid up at while the corresponding figure for the 
- time. In the tonnage category, whole world at the same time amounted 

lly employed in home trades toabout17%. On this occasion, larger 

» the short trades in general, the tonnage units seem to be particularly 
»-up figure amounted to about affected, and one sees even the most 
_quarter of the entire group. Even modern motor ships, which ought to be 
e foures are, however, outdistanced especially competitive, come straight 
se registered during the present from the shipbuilders’ hands to a 
which has become constantly lay-up berth. The increase of the 
re pronounced, in spite of the sus- laid-up tonnage recently has been due 
sion of the gold standard in Norway mainly to the aggravated depression 
September, 1931. The governing within the tanker trade, and of this 
-onditions of these two periods of special-tonnage group, on January I, no 
xceptional depression may be said to less than §7 vessels of 300,000 gross 















reflected in Exhibits 5 and 6. registered tons were tied to the mooring 
. buoys. ‘This is the greater part of the 
i EXHIBIT 5 N : k fl cok 
w TonnaGe Laip Up on Fesruaryi,1928 * orwegian tanker eet, hed icn 1S not 
——- 7 in the fortunate position of being 
poe gf Perce chartered on long-term contracts by 


ber of Total Sos D.W. jthe Total the oj] concerns 














cis | fered | Mage | TOMA) ee 
Vessel nnage . . . 
| eee K The Tax Burden of Norwegian Shipping 
| ae . : ae 
| | 74 | 34-1 | 48,733] 68,365 | 30.6 The present crisis, in its origin and 
| 86 | 14.9 118,389) 178,110 18.7 * ° ° . . . : 
| 14 ier 34,465] 56,660] 12.8 its incidence, is international, but it 
| 4 4.4 12,924 21,550 4.0 ° . 
| 1 | EE | 4-893) .7-g00) 1-2 would appear to have hit Norwegian 
2 | 6.6 | 12,079) 20,280} 6.3 shipping particularly hard. This is 
medal i 
= lao beeen lt ba probably due, in the first place, to 
the fact that Norwegian shipping is 








more heavily taxed at home than 
_ Exussrr 6 that of any competing country, Ger- 
ux Townace Lasp Ur ow Arai 2, 998 many possibly excepted. This state 
































| Percent Percent. of affairs has prevailed ever since the 
\ |} age o age o . . 
Num-| “Total | Sf°85 | p. w. |the Total War, and it has not been possible to 
oss Tons)| Ves- | fereq | mage | Tonnage) Neer dy it although a special 
eels | Yorects a oe B P 
: Oe er. | Government commission confirmed 
| 49 | 25-4 | 36.704] $5,000] as.2 three years ago the ill effects of the 
c 15 27.2 170,405 55,09 27. b : : 
sd | 46.8 |137/095) 208,643) 45.9 present high taxation and exceptionally 
) 40 | 40. 138,777| 208,160) 40.4 . iy sec? 
8 | 4:5 |'Botos] ta0.tss| 4.4 heavy social burdens. The commission 
10 10.9 50,399 4.59 II.t 4 Sm 
7 | 23.6 |109,030| 163.854] 23.7 suggested different solutions whereby 
9-9 = 4 83 Norwegian shipping could be placed 
"| 310 | 20-4 |788,003)/1, 181,944, 21-6 = on a level with foreign competitors, 





but up to the present the recommen- 
\ccording to statistics as of January dations of the commission have not 
1932, a further aggravation was evi- called forth any steps worth mention- 
i, so that at that date about 23% ing on the part of the governing au- 

entire Norwegian merchant thorities. For the sake of comparison, 
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the following example of taxation of involved heavy expenditure by the Although 
shipping companies in various coun- shipping industry. Further, the un. tested stron 
tries, which is based on concrete figures paralleled compulsory Manning scale which have 


competitive 
EXHIBIT 7 ; 





TAXATION OF SHippING CoMPANIES IN SEVERAL CounTRIEs* 





















































ning, they | 
oa 


their mind 

Amount of Taxes Levied : a bility of . 

terest in t 

Taxable | Taxable on Property | on Income in various f 

Country Property, Income, | a | bs the value 

Ks] Re lop he! SME Ly ane bythe | Re TED aifcatic 

— pality, WN pality, on board 

. Kr. " Kr. general mc 

| will lead 

I Ss oo iis icetdcadeaseueenes 219,000 | 18,500 438 | 773 1,760 | 2,907 | 5,878 detail hes 

SEE a xy asad Aaa Aare chk oat a es A or | acehnaach 1,166 1,176 2,342 extensive 

re ee ee Je ceseees ee ee iy ry ore) epee hc Is9 | 159 de dir 
SRacacatasecenduveenemanien | 242,574 | 5,244] 3,063 |........ 1,327 465 | 4,833 followe 

cag ag TTT TEE eR SERIE! SNS 606 491 | 1,097 examples | 

EE ET ee ae ee ee tf Pee Hatemail | ey! eee 3,714 care for tl 

7 tion that 

The foreign currencies have been transferred into Norwegian kroner. é 

Norwegia: 

compiled by the commission, will illus- which, although somewhat modified tablished 

trate how Norwegian shipping is at in the intermediate period, still means a capital 


present handicapped in this respect. 

In addition, it may be mentioned 
that in Norway shipping companies 
are taxed on the full value of their prop- 
erty as well as on their income irrespec- 
tive of its source of origin, and more- 


a serious handicap in competition, 
particularly to vessels of smaller units 
The working hours of the ship crews 
have also been regulated in a way 
which has placed Norwegian seamen 
in a particularly favored position, and 





the revel 





(4) the requi 
divided into 
water-tender 
first of these 
the employn 


English lang 
over both by the State and by the the same applies to many stipulations sane 
6 ° — ° by J a 
municipality. Further, the companies of the general seamen’s law.! colon gies 
are obliged to pay sg special tax on 1 Epitor’s Note: In The American Merchant aed eae 
reserve funds; that is, On the part of Marine Problem, a volume issued by the National —— 
the total annual revenue which is __ Industrial Conference Board, Inc., New York, 1930, Sas 
. ar the following statements regarding American ves- se trexegh 
not being distributed to the ae ae aie eae a caption, “Regulatory at foreign | 
holders in the form of dividends. Legislation”: antl 
Taxes paid may not be deducted from “Among the factors tending to increase the oper- ag posure 
the taxable incom ating costs of American vessels are the various govern- Vy, “e 
me e mental regulatory measures applied to shipping, may sed 
particularly the La Follette Seamen’s Act of 1915. vegas 
The Personnel Problem It is sometimes asserted that that Act constitutes cia 
, : P the chief handicap upon the successful operation of or L. 
The heavy social burdens are mainly shipping under the American flag. The principal mera 
inherited from the time of the War, features of the Seamen’s Act are: (1) the — ra 
I . . : that seventy-five per cent of the crew in each depart- eth 
when Norway introduced nto this ment shall be able to understand any order given by — Nes 
field many special measures which the officers; (2) the provision that sixty-five per one seg ay 
were, and still are, unknown in other of the deck crew exclusive of licensed ang = rapa 
. selene % le. the t ’ apprentices shall be able-bodied seamen; (3) th ie 
casas ries, tor cxamp e, © wo men s provision that at each port upon demand seamen are . 
cabin system, the introduction of which _ shall be paid one-half of the wages then earned; and h s 
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\shough the shipowners have pro- education, pensions and other benevo- 
| ngly against such provisions, lent purposes. The quarters on board, 
- a hampering effect on the particularly of course on the many new 
. power of Norwegian ship- vessels, are also arranged with a view 
ey have on the other hand had_ to making the seamen feel comfortable 
nds fully open to the desira- and satisfied in every respect. Libra- 
stimulating the seaman’s in- ries, each containing several hundred 
the welfare of the industry books, are found on board most of the 
respects. Theyhaverealized larger vessels, and other forms of 
of increasing their special entertainment are likewise generously 
ns for the various posts provided. Alsothe wages and boarding 
through a raising of their of Norwegian seamen are now fully up 
rale and social standing. It to, or even above, the standards of most 
us too far afield to deal in’ other nations. The result is that the 
ii] with the different and_ general standard of Norwegian seamen, 
ensive policies which have been both professional and human, is un- 
wed in this field. Ascharacteristic doubtedly higher than at any time 
xan f this private initiative and previously, which, needless to say, is of 
ire for the seamen, we needonly men- great importance to all who have 
t hat shortly after the War the any connection with Norwegian ships. 
Norwegian Shipowners’ Association es- Partly as a reflection of this develop- 
hed a special seamen’s fund with ment, the diagram (Exhibit 8, page 
| of about 514 million dollars, 318) may be reproduced. 

venue of which is applied for Another sign of the good relation 
pe between the Norwegian owners and 

requirement that while at sea, the sailors be ‘ ‘ 
at least two and the firemen, oilers and S€@men is the nonexistence of any labor 
nto at least three watches. The conflict within this trade during the 


provisions has the effect of preventing last decade 
ment of aliens who do not understand the 





anguage, particularly Orientals, who other- + 7 . ee 
would probably be employed to a larger extent Specialization of Shipping 
aT vess »| yp ati y i 3 I rr . 
aS YOUNES SENEENG 60 Ty Sek Fee The secret of the huge Norwegian 


n compels the employment of experi- : : 
nd restricts the labor supply of Amer- ©Xpansion during the past ten years 


tors. The third requirement facilitates jes primarily in the very extensive 
ntributes i iscipline. me ° . : 
ributes to undermine discipline specialization upon which attention 


t seamen, having been paid as required 
not infrequently desert or return to has been concentrated. In the trans- 


a condition which renders them unfit port of oil by special tanker tonnage, 
. , , Jorwegian 1 2S e rticu- 
r statement is found in Calvin and Stuart’s Norwegian intere od has been . pa 
hant Shipping Industry (New York: John Wiley larly witnessed. ‘This trade is, to be 
sons, Inc., 1925), Chapter XXIV, “Shipping is sure, no new field for Norwegian 
t e under tk A i “lag,” rhich : o S26 . 
ee ae eee Flag,” which enterprise and initiative. Here, as so 
La Follette Seamen’s Act cannot be blamed frequently elsewhere, Norwegian ship- 
; . iS owners have been pioneers and have 
mg 8 See eer eres paved the way for new methods of 
lhe La Follette Act is a contributing : : 
t the decisive one. It raises operating transporting special types of cargo. 
* minor ways: the language test, the Jt was a Norwegian shipowner who 
clause, and the method of ri toe : 
eee Bs more than a generation ago introduced 


. [But] even on the routes to the Orient F " 
t fully operative.” the oil-tank form of transport. Even 


eir duties.’ 
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before the World War Norway had a_ tanker fleet was outranked 
tanker fleet of considerable dimensions. 
More recently, owing to the heavy States of America. 


Exuisit 8 
DeserTions OF Norwecian SEAMEN SINCE THE WorLD War 


~ 
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demand for space of this type, the 
Norwegian tanker fleet has grown sub- 
stantially, particularly during the last 
three or four years, and mainly by the 
addition of motor tankers especially 
built for this type of trade. At the 
beginning of January, 1932, the Nor- 
wegian tanker fleet consisted of 191 
vessels totaling 1,253,000 gross tons, 
of which 58 were steamers totaling 
319,000 tons and 133 were motor ships 
totaling 934,000 tons. In addition, 
16 tankers totaling about 108,000 gross 
tons were then on order or under con- 
struction for Norwegian account at 
home or abroad, so that Norway’s 


nce these 
ncreasing 
these trade 










The following table will illustrate 
this development: 





























new Norw 
EXHIBIT 9 clearly apy 
GrowTH or THE NoRWEGIAN TANKER FLEET, 1925- the Norwe 
I 
a now engag 
Steamers | Motor Vessels} = Total mote yr-ship 
No. No. | No. ticularly 4 
Sone of | Gross | of | Gross | of Gross ia y 
Ves-| Tons | Ves-| Tons | Ves-| Tonnage culiarity © 
sels | sels sels | 
: nstantly 
EC tabs Taepere Seay Ae | 42} 243,455 ‘ 
— 63 |407,049] $4 |374,526, 117 | 781,075, 
133 meta Ig! — 


ee 58 waeeen 





‘ 


* Excluding 31 floating whale-oil refineries totaling 230,:°% 
gross tons, 


In dealing with tanker tonnage, it is 
only a step further to consider the 
modern form of Viking raids which our 





expeditions are. Space does 
t any detailed reference to 
_but it may be of interest to 
t the first Norwegian whaling 
the Antarctic for Norwegian 
was dispatched in 1844. At 

| writing, the Norwegian 
fleet consists of 31 floating 


bile aA 


ctories totaling 236,161 gross tons and 
89 whaling boats totaling 40,773 tons. 
the past season this fleet em- 
od a total of 10,000 sailors. About 
thirds of all the whale oil produced 
world during the last season 
nated from Norwegian expeditions. 
uld also be noted that the greater 
t of the crews accompanying the 
en whaling expeditions are of Nor- 
gian nationality. 
ther field in which Norwegian 
wners have specialized since the 
War is the liner trade. In 
main, Norwegian shipping has 
en based on tramping and, generally 
iking, in trades for foreign account, 
nly between one foreign country and 
Recent developments have 
elled owners to devote a greater 
int of attention to liner trades, 
have attracted an ever- 
reasing amount of cargo. It is in 
trades that the qualities of the 
Norwegian fleet become most 
rly apparent. About one-third of 
Norwegian foreign-going fleet is 
w engaged in liner trades, in which 
tor-ship tonnage has played a par- 
larly important part. It is a pe- 
irity of this liner trade that to a 
ntly increasing extent it consists 
tratic exclusively between foreign 
While only about 70,000 gross 
f Norwegian shipping were en- 
gaged in these trades in 1920, this 
ip today absorbs about 300,000 
tons under the Norwegian flag. 
ner trades between Norway and 


wodllius 


these 


an | 
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foreign countries a fleet of about half 
a million gross tons is at present 
employed. The following table, Ex- 
hibit 10, will provide further details: 


EXHIBIT 10 
NorweEcGIAn LINER TRADE, 1914-1929 











Percentage 

| nae a } os the 

| ber o yross | Country's 
Year | Ves- | Tons | Total Remarks 

sels | Merchant 

| Fleet 

| | 
1914 236 92,000 3.8 Norwegian tonnage in 
1920 229 77,404) 4-7 regular trade along 
1926 265 90,959) > the Norwegian coast. 
193! 273 99,794) 2.5 
1914 139 esanal 10.4 Norwegian tonnage in 
1920 83 |187, 132) 11.2 regular trade between 
1936 163 |422,304) 15.4 Norway and foreign 
1931 166 (486 1667) 12.1 countries. 

| . , . 

OY eee 3,190) 0.2 Norwegian tonnage in 
2008 fia ccnss 68,120) 4.1 regular trade between 
1926 71 230,548) 8.4 foreign ports on own 
1931 83 a 7.9 account. 








With respect to the manner in which 
the Norwegian merchant fleet is at 
present employed, it may be mentioned 
that about 3% is engaged in regular 
trade along the coast of Norway as well 
as in fishing, sealing, etc. A further 
15% is engaged in trade between Nor- 
way and foreign countries, while a 
further 12% is engaged in regular trade 
between foreign ports. ‘The remainder 
of the fleet is mainly employed as 
ordinary tramps outside Norway; 1.¢., 
it seeks employment all over the world 
wherever the opportunities of the 
moment may be most favorable. 

The position of the fleet in the various 
trades is about as follows: 

The timber trade, which before the 
World War particularly attracted the 
attention of Norwegian shipowners, 
now occupies a relatively modest place 
in their activities. By and large, the 
North European timber trade at pres- 
ent probably does not employ more 
than about 300,000 gross tons of Nor- 
wegian shipping annually, 1.¢., scarcely 
one-tenth of the foreign-going fleet. 
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Roughly speaking, Norwegian shipping 
probably does not handle more than 
about 10% of the Baltic traffic, while 
the Swedes and Danes probably handle 
a total of 40% between them. On 
the other hand, however, Norwegian 
shipowners are very keen to maintain 
their traditional position in the White 
Sea trade, which during its six or seven 
months usually employs more than 100 
Norwegian ships exceeding 200,000 gross 
tons. These ships handle between 60% 
and 70% of the traffic, a proportion 
which has remained relatively steady 
for several years. 

As regards the trade between Cuba, 
the West Indies and Central America 
on the one hand, and the United States 
of America on the other, Norwegian 
shipowners have maintained their posi- 
tion pretty well unchanged. Although 
this traffic absorbs a good deal of Nor- 
wegian tonnage during the entire year, 
averaging about 130ships, totaling 300,- 
000 gross tons, winter is its most active 
season. In the year 1924, which is the 
last year for which detailed statistics 
are available, Norwegian ships handled 
about 60% of this traffic, while the 
Danes were a good second. Conditions 
have probably not changed much since 
that time. 

The ships used in this trade are usu- 
ally chartered for a certain period of 
time against a certain payment per 
month, 1.¢., on a time-charter basis. 
Ships engaged in the timber trade, on 
the other hand, are usually chartered 
for one or more single voyages, with all 
operating expenses and port charges for 
owner’s account. This is in contrast 
with ships operating on a time-charter 
basis, in which case port charges, load- 
ing and discharging costs, fuel, etc., are 
of no concern to the owner. 

In connection with the latter trade, 
reference must be made to the New 
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York fruit and banana trade in which 
Norwegian shipowners for practically 
half a century have played a yey 
important part, thanks to their use of 
express ships especially built for the 
trade. This fleet amounts to about 30 
ships, totaling some 50,000 gross tons. 

There are other special trades in which 
Norwegian shipowners have almos: 
equally pronounced interests. Thus. 
there is the Mediterranean winter trade 
and particularly the Spanish fruit trade. 
By and large, this market absorbs 
about 150 Norwegian ships totaling 
about 250,000 gross tons annually. 
or about the same number that js 
employed in the timber trade during 
the summer. Generally speaking, the 
same ships are employed in both trades. 
The Norwegian flag is _particularl; 
prominent in the fruit trade, and it is 
calculated that about one-quarter of al! 
the fruit shipped from Spain goes in 
Norwegian bottoms. 

The Far East coastal trade (the China 
trade) is another speciality of Nor- 
wegian shipowners. Of recent years 
between 60 and 70 Norwegian ships, 
totaling about 144,000 gross tons, have 
been employed in this trade. In 1929, 
the fleet was even larger than pre- 
viously; it included 80 ships, totaling 
more than 200,000 gross tons. 

The ground-nut trade from the coast 
of Senegal is another well-established 
market for Norwegian ships, which 
average about 2,000 gross tons. The 
winter and spring is the season for this 
trade. Statistics show that this dis- 
trict, together with the adjacent At 
lantic islands, employs a total of about 
50 Norwegian ships during the season 
aggregating 100,000 to [20,000 gross 
tons. Danish and Swedish vessels are a'- 
so substantially interested in this trace. 

The large ships are mainly engaged 
in the overseas trades, in which Nor 
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» interests have greatly increased 
‘ontinue to increase. This ap- 
especially to the trade between the 
American east coast and Europe, where 
setween 60 and 80 Norwegian ships 
have been employed totaling between 
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; another in which Norwegian ship- 
wners are greatly interested, at certain 
‘mes between 50 and 60 ships totaling 
:<o,000 gross tons having been engaged. 
For many years a number of Nor- 
wegian shipowners have engaged in the 
re trade from northern Norway, north- 
ern Sweden, and Canada, in which 
large ships are generally used. The 
ount of Norwegian tonnage em- 
loyed in these trades varies according 
the chances afforded by other and 
more desirable trades. In 1925, be- 
tween 30 and 40 Norwegian vessels, 
- taling about 160,000 gross tons, were 
China ngaged in these trades during the 
F Nor. hole year, as compared with only 
ani 20 ships totaling 80,000 gross 
sin 1929. 
The average size of the ships in the 
bike Norwegian merchant marine has in- 
aa creased substantially from year to year. 
aang From time to time second-hand tonnage 
{ the size usual before the World War 
still purchased from abroad; in the 
ships, however, only 
occasionally are ships under 4,000 gross 
or ordered. In this 
nnection it be of interest to 
ont out that in the tonnage category 
i Irom 500 to 2,000 gross tons—+.¢., 
‘hips especially suited for short trades— 
he number of ships under the Nor- 
wegian flag has fallen from about 700, 
43° of the 1914 total figure, to about 
500, or about 25 % of the total merchant 
The proportions for 
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Swedish and Danish tonnage are practi- 
cally unchanged. 

A further study of the Norwegian 
shipping statistics compiled during the 
past decade or two shows that only 
about one-sixth of the foreign-going 
fleet, about half a million gross tons, is 
engaged in special summer trades, and 
of this proportion more than half is 
employed in the timber trade. The 
greater part of this tonnage is appar- 
ently absorbed mainly by overseas 
markets whose season opens with the 
winter; for example, the grain trade 
from the La Plate or Australia. 


Conclusion 


Statistics clearly show that the inter- 
ests of Norwegian shipowners are now 
divided among more trades, or more 
varying types of tonnage, than was the 
case before the World War. In this 
way a reassurance has been effected 
against unpleasant surprises on an 
individual market or in connection with 
a certain special kind of tonnage, so 
that a temporary collapse in one sec- 
tion of the trade does not have the same 
pronounced effect on the earning ca- 
pacity of the fleet as a whole as in 
previous years. At the same time the 
position of individual markets has been 
so consolidated that one does not risk 
losing one’s foothold as a result of 
temporary pressure from a competitor 
or as a consequence of not-too-pro- 
tracted national preferences. 

The political and economic disturb- 
ances, which have characterized the 
post-war period, have created many 
difficulties for such a peculiarly inter- 
national trade as Norwegian shipping. 
Norwegian shipowners cannot base 
their activities upon the advantages 
afforded by an extensive colonial em- 
pire; neither do they derive any support 
from their Government in the way of 
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assuring them a preference in the 
handling of national transports. The 
greater part of the Norwegian merchant 
fleet is dependent upon finding employ- 
ment among foreign interests; if Nor- 
wegian shipping companies are to have 
a‘chance to find such employment, they 
must either offer their services at a 
cheaper rate than their competitors’ or 
provide better and quicker service. 
Up to the present, thanks to their 
natural capacities as shipowners and 
seafarers, they have succeeded in so 
doing. Furthermore, they have sought 
to meet such advantages as their 
competitors may otherwise offer, by 
supplying ships especially built for 
certain trades and by doing everything 
in general possible to meet the demands 
of shippers. 

The longer the continuance of the 
present international crisis, which al- 
ready is having a very severe effect on 
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Norwegian shipping, the greater yj 
be the strain. In spite of this there 7 
probably less pessimism in Norway 
than elsewhere. During the thousang 
years in which Norwegian shipping has 
been in existence it has passed through 
many critical periods; experience ha; 
shown, however, that when once ay 
improvement occurs, Norwegian ship. 
owners have been able to repair the 
damage relatively quickly and to fin 
new markets to take the place of those 
which may have been lost during the 
depression. Despite misfortunes and 
bad luck on some fronts, Norwegian 
shipowners to this day remain loyal t 
the flag of optimism and view the 
future with confidence in the belief 
that wherever a vessel can float there 
will still be, in the future as in the past 
a demand for the services of Norwegian 
ships, regardless of the obstacles which 
may be placed in the way of their use. 
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HE general facts concerning the 
Tonto of the post-war develop- 
ment of chain stores have been 
ented and discussed so frequently 
require no quantitative recapitu- 
so amazing have 


However, 
uring th, een the forces let loose in some fields 
mes and make it well-nigh impossible to 


valuate many aspects of the tenden- 
‘ies that are working themselves out. 
[any competent observers predict that 
he forces of chain-store evolution will 
ntinue in some fields until these chain 
he past anizations will dominate them by a 
rwegian arge margin.’ 
8 which [he rapidity of the post-war develop- 
ment of chain stores in the United 
States has aroused much speculation 
the limits of chain-store 
expansion. Itis clear that many exter- 
nal barriers as well as internal organiza- 
tion difficulties make the way of chain 
ystems hard. The problem of this 
paper is the examination of the market 
resistances to chain-store growth. ‘The 
larger portion of the analysis will be 
devoted to a detailed comparative 
'y of the apportionment of the 
retail-food business between chain and 
individual dealers in the area surround- 
ng San Francisco Bay. Similar types 
‘market resistances may be assumed 
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nstance, Professor M. T. Copeland predicts 
n stores in many fields may be expected to 
seventy-five per cent of the volume of business. 
> Present-day Problems in Distribution,” mx 
BUSINESS REVIEW 3, p. 299.) Likewise Pro- 
t Carl N. Schmalz states: “A mechanism which 
r meets our needs is being displaced by 
h operates at smaller unit costs and which, 
s considered, serves more satisfactorily.” 
X HARVARD BUSINESS REVIEW 4, P. 442.) 
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WARKET FACTORS LIMITING CHAIN-STORE 
GROWTH 


By EWALD T. GRETHER 


to be effective to a greater or a less 
degree in other parts of the country. 


Division of Retatl-food Business between 
Chains and Independents 


The 1930 Census of Retail Distribu- 
tion totals are providing a gold mine of 
information for those concerned with 
the picture of the division of the retail 
business of this country between chains 
and independent stores. Since this 
discussion is to be confined to the 
marketing of foods, examples will be 
limited to this field. As one examines 
the preliminary census reports of the 
division of the retail-food business, in 
the year 1929, between the chains and 
independent dealers, one is struck by 
the differences in the degree to which 
the competitive, evolutionary forces 
have worked themselves out in various 
cities. For instance, among the cities 
of over 250,000 population the per- 
centage volume of the single-store in- 
dependents, the local multi-units and 
the sectional and national chains ranged 
from the situation in St. Paul, Min- 
nesota, where the independents ob- 
tained 82.9%, the local multi-units 
10.5% and the sectional and national 
chains only 6.5% of the business, to 
that of Cleveland, Ohio, where the 
equivalent percentages were 28.0, 27.5 
and 44.5. Among the cities in the 
100,000 to 250,000 grouping there is 
such diversity as found between Lowell 
and Somerville, Mass., where the per- 
centages were 70.0, 9.9, 20.1, and 33.9, 
I1.t and 54.9, respectively. Among 
the cities in the 10,000 to 100,000 class 
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there are similar contrasts. For in- 
stance, the following cities gave the 
single-store independents from 70% to 
80% of the total volume: Fitchburg, 
Holyoke and Lawrence, Mass., McKees- 
port and New Castle, Pa., Steubenville, 
Ohio, Charleston, S. C., Sioux Falls, 
S. D., Lewiston, Maine, Paducah, Ky., 
Union City, N. J., Sioux City, Dubu- 
que, Davenport and Cedar Rapids, 
Iowa, and Nashua, N. H. On the 
contrary, returns from Pontiac, Mich., 
East Cleveland, Cleveland Heights, 
Lakewood and Norwalk, Ohio, and 
Montclair and Bloomfield, N. J., showed 
that only from one-third to as low as 
17.0% (Cleveland Heights) of the busi- 
ness was done by the single-store inde- 
pendents. The position of the larger 
sectional and national chains ranged, 
for instance, from 59.5% in Medford, 
Mass., to 1.7% in Johnstown, Pa. 

From the complete census totals it 
will be possible to work out extremely 
significant comparisons between various 
cities based upon size, industrial, re- 
gional and other factors, which should 
assist in isolating the underlying forces 
influencing chain-store expansion to 
date. However, this approach will 
need the amplification that can come 
only from the use of the microscope 
upon key areas. The latter method 
is employed in this study. 


Unsoundness of Generalizations D1s- 
closed by the California Situation 


No California figures have been given 
in the above examples inasmuch as 
they constitute the basis of this paper. 
The California totals, as they became 
available, were scanned with especial 
interest by the writer (as a Californian) 
in order to discover the rate at which 
chains had grown to date in the various 
cities. Those familiar with the Cali- 
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fornia cities listed in Table | may be 
forced to throw several widely accepted 
a priort conceptions into the discarj 
until it becomes possible to discoye; 
whether these generalizations are ep. 
tirely unsound or merely checkmate 
by other more powerful influences 
The generalization which has received 
the worst trouncing is that chaip. 
store volume follows income distriby. 
tion in inverse ratio; 1. ¢., that the 
chains should be relatively stronges: 
in lower- and middle-class areas and 
relatively weakest in the upper income 
locations. But the figures for Souther 
California disclose the fact that wealthy 
Pasadena gave the single-store inde. 
pendents no larger volume than did 
middle and lower-class Glendale and 
actually returned 5.5 % more business t 
the large sectional and national chains; 
Long Beach, notoriously middle-class, 
was a stronghold of the independents. 


Tas.Le I. Division or Totrat Votume or Sates 
BETWEEN TYPES OF GROCERY-STORE 
ORGANIZATIONS IN SELECTED CALIFORNIA 
CiT1Es In 1929* 

(Figures in percentages of total volume) 











. | 
Single- | Local Sections & 
City iodo. iMulti-! National 
| Inde- : a8 
units | Chains 
/pendents| 
Alameda. . ‘seni 50.9 7.9 | 41.2 
Berkeley..........| 53.1 7.0! 36.9 
Fresno............| 46.8 | 28.9 24.3 
Glendale..........| 32.9 | 36.9 | 30.3 
Long Beach....... 67.8 | 14.0| 18.2 
Los Angeles.......| 47.5 | 22.9 29.6 
| eee 33-2 | 6.0} 60.8 
Pasadena......... 42.7 | 31.7 35.6 
Riverside. ........ 48.7 | 41.2 10.1 
Sacramento....... 53-8 | 30.3 | 5.9 
San Bernardino....| 73.3 | 5-1! 6 
a 62.2 | 18.0 | 8 
San Francisco. .... | 6.4 | 89-4 2 
San Jose.........<| G8.8 |} 90.5 7 
Santa Ana........ | 54.9 | 32.0 I 
Santa Barbara.....| 82.8 | 6.1 | I 
Santa Monica..... | 44-4 | 19-5 I 








* Compiled from the preliminary figures of the 1930 Censv* 
of Distribution. 


I may 
y accepted 
ie discarg 
discover 
S are ep. 
eck mated 
nfluences, 
received 
t chain. 
distriby. 
that the 
strongest 
reas and 
r Income 
Outhery 
Wealthy 
inde. 
lan did 
ale and 
iness t 
chains 
e-class 


dents, 


_ ———_ a oe 





chain-store expansion. 
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However, there is a contrast that is 
‘ey more startling in Northern Cali- 

» between San Francisco and Oak- 
| separated by only twenty minutes 
ferry. In 1929, Oakland grocery- 
store patrons gave 33.2% of their 
natronage to single-store independent 
cers, 6.0% to local multi-units, and 
0% to sectional and national chains; 
whereas in San Francisco the single- 
tore independents received 63.4%, the 
a] multi-units 17.4%, and the sec- 
tional and national chains only 19.2% 
‘the total. In other words, in spite of 
fact that the two cities are part 
f the same metropolitan area, the 
sger sectional and national chains had 
htly more than three times the 
trength in Oakland that they had in 


oan Francisco. 


Evaluation of the Market Factors 
[he purpose of this discussion is to 
iluate those variable market factors 
n the two major portions of the metro- 
litan area on either side of San 
francisco Bay which may be considered 
significant in determining this extra- 
dinary difference in the amount of 
It is a reason- 
ble assumption that the chains in the 
held, when their markets have 
me saturated, will not have 
hieved the same proportionate volume 
all parts of the country or within 
stricts in the same area, due to varia- 
in the limiting market factors. 


Upposition to chain-store growth similar 


that in San Francisco may be 
imed effective to a larger or smaller 
‘tent in other parts of the country. 
by market factors are implied all 
se influences which radiate from 
nsumers of foods or from competitors 
the field. The problem, therefore, 
determine whether there are note- 
rthy differences between consuming 
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habits and attitudes or between condi- 
tions of competition that may be em- 
ployed to account for the fact that 
chain stores in the grocery field have 
forged ahead so much farther in Oak- 
land than in San Francisco. Since 
the grocery chains in this region are 
entirely cash-and-carry institutions, it 
is assumed, of course, that they are 
limited to the nonservice segment of 
the market. However, to state this 
one aspect of the limitations of chain- 
store operation is not to define the 
bounds, for the relative size of the 
nonservice segment varies with local 
factors; in addition, one must take into 
account the play of other influences. 

In order to make the two cities more 
definitely comparable, to Oakland 
should be added Berkeley and Alameda, 
the second and third cities of the 
‘‘East Bay Area,” since there is for 
practical purposes no line of demarca- 
tion between the three. In 1930, the 
population of San Francisco was 634,- 
394, that of Oakland 284,063, that of 
Berkeley 82,109, and that of Alameda 
35,033. That is, the East Bay cities 
have approximately two-thirds as many 
people concentrated in them as in San 
Francisco. Since Alameda and Berke- 
ley did not give the larger sectional and 
national chains so large a proportion of 
business as Oakland (see Table I), the 
corrected percentages for these cities 
as a unit are single-store independents 
35%, local multi-units 9%, and sec- 
tional and national chains 56%. ‘The 
problem obviously is not appreciably 
altered by the addition of the Berkeley 
and Alameda totals. 

Any investigation of the qualitative 
differences between buying habits and 
attitudes on the two sides of the Bay is 
rendered difficult by the impossibility 
of setting up a precise quantitative 
measure of the forces of such differences, 
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if present. There has been a remark- 
able degree of unanimity of opinion 
among all those members of the food 
trades questioned by the writer. 
Typical of the opinion, for instance, is 
that expressed by the general manager 
of a chain system which operates in 
both areas, to the effect that San 
Franciscans are different, that they 
insist upon more service than residents 
of the East Bay, and that there is a 
group solidarity which resists the im- 
pact of foreign corporations. Observers 
from other sections of the United 
States frequently have felt an intangible 
quality of some sort in San Francisco 
which contrasts markedly though subtly 
with other portions of the country. 
Since direct measurement is not feasi- 
ble and since the acceptance of the 
market result as a measure of such 
difference begs the question, the only 
available procedure is to cast about 
for whatever data may be found to 
illuminate this general opinion. 


Population-growth, Race and Income 
Factors 


Population-growth factors appear to 
justify the proposition that San Fran- 
cisco as such is relatively more highly 
stabilized than the East Bay and hence 
probably more resistant to intrusions. 
Since 1880, the population of San Fran- 
cisco has increased in the following 
percentages at each census: 27.8, 14.6, 
21.6, 21.5, 25.2; the three East Bay 
cities’ composite percentages were 61.2, 
48.8, 121.4, 38.2, 39.0. From 1880 to 
1930, the population of San Francisco 
increased 171% and that of the East 
Bay cities g00%. ‘The population of 
San Francisco in 1880 was already 
233,959, whereas the East Bay’s total 
was only 40,263. ‘Thus we have here 
two population centers, one of which 
has advanced gradually at an almost 
constant rate while the other has 
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moved forward in leaps. It seem 
plausible that there might be conserva. 
tive and traditional forces built about 
the older, less active, center different 
in quality from those emanating from 
the bouncing younger. 

Equally significant are the racial 
factors. The casual observer discovers 
from the hue of complexions alone tha: 
there obviously is a considerable for. 
eign element in San Francisco. Par. 
ticularly noticeable is the large Italian 
group which provides the basis of the de- 
mand for many Italian food specialties, 
Although the census enumeration; 
cannot provide a complete explana- 
tion, they are indicative. In 1920, 
when chain stores locally in the grocery 
business were still only in embryo, 
San Francisco’s population content con- 
tained only 33.0% native white, native 
parentage, but had 36.0% native white, 
foreign or mixed parentage, and 27.7% 
foreign-born white. The percentages 
for Oakland and Berkeley respectively 
were 41.7 and 51.2 native white, native 
parentage, 31.7 and 28.5 native white, 
foreign or mixed parentage, 20.9 and 
17.1 foreign-born white. The foreign- 
born population structure, however, 
was practically the same in both areas, 
with Italians, Germans and Irish lead- 
ing. The impact of the racial factor 
upon retailing is clearly evidenced by 
the fact that many San Francisco 
food retailers of foreign extraction 
remain open Sundays and evenings, 
while in the East Bay the independent 

dealers for the most part adhere t 
uniform closing hours. 

Since it is commonly assumed that 
staple, nonservice merchandising | 
largely limited to the lower and middle 
income-class groups, it may be that 
there are determinative contrasts in !i- 
come conditions between the two areas. 
In 1925, when the local chain-store 
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ovement was beginning to gather 
omentum, San Francisco had a popu- 
‘on of nine per income-tax return, 
ahile Oakland had sixteen, and Berke- 

eleven. Although income-tax-re- 
‘urn figures are not available to portray 
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.yresents the approximate state of 
affairs as to income, except in Berkeley 
where the presence of a large number of 
tate employees makes an income-tax- 
turn index inadequate. 
so good. It would appear 
mple:—San Franciscans on the aver- 
ave have higher incomes and therefore 
nize service and specialty dealers 
generally than their less pros- 
rous neighbors. However, the basis 
this easy-going @ priori income 
imption was removed by a detailed 
ly of buying conditions. In the 
ring of 1931 the writer made a survey 
consumers’ attitudes in buying foods 
rom chain and independent stores in 
San Francisco Bay region.? In 
study interviewers obtained infor- 
n from housewives in fourteen 
tricts in San Francisco and the East 
region. The locations sampled 
lected according to income lines 
ing from the lowest industrial 
s to the most exclusive suburbs. 
ults were segregated by income 
for both sides of the Bay. 
Kast Bay totals followed a priori 
es beautifully, for chain-store 
» declined uniformly from all 
vest-income locations sampled 
th the middle- and upper-class 
* However, the San Francisco 
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irvey was sponsored by the Commonwealth 
Xaliiornia and is published in The Common- 
Fart Two, Vol. VII, pp. 185-214, July 14, 
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thesis that chains should be strongest 
and middle-income districts is limited by 
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totals refused to classify themselves 
in this way; in fact, they agreed in only 
one respect, for the chains were obtain- 
ing a relatively small proportion of the 
business in the most exclusive district. 
It was thought provoking, to say the 
least, to discover not only that the 
chains were lagging behind the inde- 
pendent dealers in the two low-income 
industrial areas sampled but that they 
were slightly stronger (although still 
behind the independents) in the middle- 
class areas and were dominant only 
in the apartment-house districts of 
relatively high income. Obviously, if 
the motives of economy which are 
normally assumed to be active among 
lower-income receivers are operative, 
then chain stores are being forestalled 
by alert competition in their own field 
of merchandising. If not, then more 
powerful drives than economy per se 
are determinative. It seems that there 
is effective a combination of these two 
general influences, for the chains have 
to date been checkmated in part by 
their smaller competitors, as described 
below, who have learned to play their 
own game; also racial and traditional 
factors are involved. ‘The racial con- 
trols appear peculiarly tenacious, so 
much so that one chain-store operator 
stated that he felt that, for the time 
being, chains had reached the saturation 
point in these districts. ‘The fact that 
chains were found to be dominant in 
the relatively high-class apartment- 
house district would appear to justify 
the conclusion that traditional group 





the fact, of course, that chains may not be interested 
in the lowest districts because of lack of cash available 
in these locations. However, in California the lowest- 
income areas are higher in the purchasing-power 
scale than in many eastern cities and therefore these 
areas normally may be expected to return a satis- 
factory volume. Of course, there are exceptions; 
Oakland has one district which apparently is not 
sufficiently inviting to attract the chains. 
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controls are effective in the older 
districts, since these controls will have 
been broken down to the greatest 
extent in the newer apartment-house 
areas, 


Topographical Factors 


In addition to the above conditions 
there is the part played by nature. 
The settled East Bay area (except for 
a background of hills) is flat; San 
Francisco is built on hills. Anyone 
who has had the experience of riding 
upon the cable cars of San Francisco 
or of attempting to drive a car up a 
grade so steep that the motor falters 
in low gear is in a position to appreciate 
the probable effect of topography upon 
consumer buying attitudes. It is rea- 
sonable to assume that the consumers 
would be less apt to carry their own 
groceries under these conditions, not 
only as pedestrians but also as motor- 
ists because of the greater difficulties 
in parking. 

But the many famous hills of the 
city appear to have had another in- 
fluence upon chain-store expansion; 
since even one block off a shopping 
center may make a decided difference 
in volume, they have rendered the 
problem of the selection of locations 
very much more difficult. In fact, 
foreign invaders, it is claimed, have 
made serious blunders in location. 
The relative importance of accessibility 
in determining choice between vendors 
was portrayed clearly in the survey of 
consumer attitudes mentioned above; 
in San Francisco 68.7% of the chain- 
store patronage in the areas sampled 
was concentrated within three blocks 
of the stores, whereas in the East Bay 
area the percentage was only 38.6.‘ 


‘ These percentages should not be taken as mathe- 
matically accurate, since it is practically impossible 
to obtain an adequate sample of distance variables. 
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Finally, the conception that there 
are qualitative differences jn buying 
in the two areas is borne out by the 
retail census figures for the year 1929, 
Since one cannot know to what extent 
total sales were assisted by the busines; 
of visitors and shoppers from outside 
the city, it is unwise to use sales in 
those lines which normally attract ap 
extensive exterior trade. But it does 
seem indicative that in 1929, in per 
capita terms, San Franciscans spent 
slightly more than twice as much a; 
East Bay residents at restaurants and 
eating houses (excluding hotels and 
boarding houses), 22% more for auto- 
motive equipment and supplies, 30% 
more for motor vehicles (excluding 
sales at used-car establishments), al- 
most twice as much at bookstores, 
two-thirds more with florists, slightly 
over a fifth more with radio and music 
dealers and one-fifth less at secondhand 
stores. Peculiarly pertinent is the fact 
that in the East Bay the per capita 
filling-station business was $20 and in 
San Francisco it was only $13; con- 
versely, the per capita garage business 
was only $9 in the East Bay and $14.50 
in San Francisco. Since garages ante- 
date filling stations as gasoline and oil 
dispensers, it seems that the older 
method has maintained itself more 
largely in San Francisco.® Of course, 
the larger relative volume of garages 
is a derivative too, in part, of the 
topographical factors, storage in com- 
mercial garages being much more gen- 
eral in the congested, hilly portions of 
San Francisco than in the East Bay. 





It should, however, represent a rough approximation 
of the réle of accessibility. The average percentages 
for independent-store patronage were practical} 
the same, 69.2 in San Francisco and 34.3 in the Fast 
Bay. 

5 The garage figures include repairs as well as sales 
of oil, gasoline, etc. 
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buying The Competitive Factor 
- by the In the next place, there is the other 
ar 1929, neral aspect of the market factors; 
t extent .. the competitive. Are there sig- 
business vacant differences in the quantity 
Outside nd quality of competition in the two 
Sales in eas? The problem here is essentially 


Tact an 


f the strength of the opposition 
It does 


forces—t. ¢., the independent retailers— 


1m per js individuals and as organized groups. 
spent Immediately, it appears that the organ- 
uch as tion aspects of the retail business in 


its and San Francisco and the East Bay are 


Is and San Francisco 


big, ale 


larly important. 


F auto- slong been famous as an “‘organiza- 
» 307, city on the coast in the labor 
luding feld. Trade unions have been rela- 
$), al- tively much more powerful in the city 
stores self than across the Bay. The same 
ightly neral characteristic is present in the 
mus etail-food business as well. The San 
lhand Francisco Retail Grocers Association, 
€ fact stablished in 1871, is the oldest in 
‘apua state and is the parent of the 
nd in werful California Retail Grocers and 
Con- Merchants Association. On the other 
in¢ nd, the twenty-one-year-old Alameda 
14.50 inty Retail Grocers and Merchants 
rae issociation (Alameda County contains 
“> Vakland, Berkeley and Alameda) has 
de | a very erratic career and has been 
non real consequence only during 
Irs last few years. Recent member- 
= ip conditions in the two organiza- 
the ions are quantitatively portrayed by 
=e ‘he per capita tax paid into the coffers 


association. In the last 
even years the Alameda County mem- 
ership annually has fluctuated as 
OWS: 352, 280, 175, 250, 215, 300, 
200. It is to be noticed that an in- 
: membership of one year is 
ways followed by a decrease, evidence 
‘lack of an organization attitude and 

a ray id turnover of retailers. Dur- 
ng the last seven years the San Fran- 


le state 


ease in 


. <5) 
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cisco membership roster has been as 
follows: 475, 475, 301, 403, 504, 615, 
751. The decrease in the San Fran- 
cisco membership five years ago was 
due to the employment of a new secre- 
tary who wiped the inactive members 
off the books. It is to be noticed 
that there has been a consistent move- 
ment upward during this past five-year 
period. 

Numbers of members do not tell the 
whole story. The San Francisco asso- 
ciation has the advantage of occupying 
the same office as the state association 
and hence is bound to receive with no 
loss of force any benefits flowing from 
that connection. Since the state asso- 
ciation is considered one of the most 
powerful retail grocers’ associations 
in the country, this advantage may 
be considerable, especially politically. 
Also, the San Francisco association 
has better continuous contacts with 
its members through monthly general 
meetings, a monthly board of directors 
meeting and a monthly bulletin. The 
Alameda association’s contacts have 
been less regular and more informal 
through occasional theater parties, a 
boat ride or picnic and occasional 
letters. Both associations have spon- 
sored an annual Food Show, have done 
some radio broadcasting and have been 
prominent in the activities of the state 
and national association as well as 
politically. 

The above two retail associations, 
however, are merely reflectors of an 
organization attitude and_ tradition 
which expresses itself more powerfully 
through the cooperatives and the vol- 
untary chains. The contrast in this 
connection between the two areas is 
as marked as the difference in the 
strength of the larger chains and 
therefore suggests that the prime cause 
may be found here. San Francisco 
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has two very powerful cooperative 
organizations, both of which antedate 
the chains and one of which is the 
largest wholesale-grocery firm in this 
region. The only cooperative group 
which the East Bay has had is smaller 
than either of the San Francisco organ- 
izations. Only one of the San Fran- 
cisco groups has had any members 
in the East Bay, and cnly now has 
this group pushed its membership list 
to the point where it can maintain a 
warehouse in Oakland. In addition 
to the two powerful cooperatives, San 
Francisco has three voluntary chains 
sponsored by jobbers. Only one of 
these has stores in the East Bay area 
and no other voluntary chains are 
present. Thus the retail grocers in 
San Francisco had a heritage of group 
buying and merchandising activity as 
the result of which they presented a 
solid phalanx to the foreign aggressors. 
Quantitatively speaking, today slightly 
more than 50% of the individual 
retail grocers of San Francisco operate 
through the cooperatives or voluntary 
chains, compared to approximately one- 
third in the East Bay. However, 
since the thoroughgoing development 
of group activity, save for the one co- 
operative whose membership has been 
around ninety, has been a phenomenon 
of only the last four years in the East 
Bay, the chains found their earlier efforts 
hindered very much less by the retailer 
organizations than in San Francisco. 
Not only have San Francisco retailers 
enrolled in the cooperatives or with the 
voluntary chains, but these organiza- 
tions have been much more aggressive 
in this city. The East Bay cooperative 
is built about a nucleus of successful 
individual retailers doing a large vol- 
ume per store. ‘This organization has 
been very conservative and until re- 
done very little group 


cently has 
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advertising, partly because the mem- 
bers valued their individual reputa- 
tions very highly. In San Francisc 
however, all the groups have bess 
very active in cooperative advertising, 
Newspaper, radio, direct-mail, hand. 
bill, outdoor poster and miscellaneoy; 
forms of advertising have been regu- 
larly employed. It would appear that 
group buying, supplemented by con. 
sistent propaganda informing the pub. 
lic of organization advantages, migh: 
have been effective in meeting the price 
appeal of the chain stores. And 50 it 
seems, for in the survey of consume: 
attitudes quoted above (see p. 324) 
price was much more significant in 
determining chain-store patronage in 
the East Bay than in San Francisco. 
For instance, only 56.2% of the San 
Francisco patrons of chain stores gave 
“lower prices” as their reason for 
patronage, contrasted with 94.9% in 
the East Bay. San Francisco dealers 
either have met the price appeal of 
chain stores by offering equivalent 
values or have educated their clientele 
to the worth of their services. No 
doubt both tasks have been done more 
efficiently than in the East Bay. It 
is only now that the groups in the East 
Bay have begun to feature cut-pric 
specials, an old practice in San Fran- 
cisco. 


Have the Chains in San Francisco Been 
Aggressive? 

Finally, it is necessary to consider 
the possibility that the lack of growth 
of the larger sectional and nationa’ 
chains in San Francisco is merely 4 
happening, traceable either to fortut 
tous circumstances or more particularly 
to the absence of an aggressive attempt 
on the part of the chains to cultivat 
this market. The suggestion that ¢! 


result is largely accidental must 
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the mem. ed. for the array of consumer and 
reputa- mpetitive checks belies it. The like- 
Tancisco, oe od that the larger chains have to 
ave been tore made no serious bid for the market 
Vertising soe at first thought to be great, since 
ail, hand. sain stores are such relatively recent 
cellaneoy; tr ns into the San Francisco retail 
Cen regy. srocery business. In 1920, there were 
Pear that chain stores in San Francisco, and in 
by con. 1926 only sixty-two units. At the end 
the Pub- f 1929, the census totals showed 194 
S, might ; in sectional and national chains 
the price and 216 stores in local multi-units. In 
ind 0 it the East Bay chain growth had begun 
onsumer lier, for one small local chain of 
me 53 stores was formed in 1919, and by 
cant in 1925 there were already 138 stores in 
a ins compared with a total of 350 
ancisco, nits in the sectional and national 
~ Sai ins and 66 units in local chains at 
°S 


. O4VU 
vA Ve } 
Hert the na + 

C Ciu UI 


liga 1929. One might readily 
a nclude that it is the momentum of 
the earlier start in the East Bay which 
as carried the chains along, and that 
will soon achieve the 
me position. However, chain-store 
perators themselves do not think so; 
rather, they feel that the market 
es discussed above are effec- 
é i tive for the time being. There has 
en no lack of bidding for business in 
F, the past six years, 

= In addition, there is the fact that 
growth has not been con- 
“7 tinued in the last two years through 
either of new units or 
customers. In the Common- 
Ith study, previously cited, it was 
vered th at only 5.5% of the 
ncisco customers of chains had 
patronage in the last year, 
vidence apparently that chains 


San Francisco 


iItations 


11n- tore 


additi on 
new 
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of San Francisco have touched their 
present potential clientele rather thor- 
oughly. Whether this condition will 
perpetuate itself may become known in 
the next few months, for it is rumored 
that the largest national retail-food 
chain is to enter this region. 


Summary 


Thus it appears that chain-store 
expansion in the food business in San 
Francisco to date has been checkmated 
by the various market resistances, chief 
of which have been: 


1. A general qualitative difference in 
buying attitude expressing itself in a 
greater demand for service and for non- 
staple merchandise. 

2. A stability of population growth, 
making foreign intrusions and innovations 
less easy. 

3. Group solidarity, a derivative in part 
from the relative stability of population, 
but related more definitely to racial controls. 

4. Topographical difficulties which make 
the carrying of groceries by pedestrians 
or automobilists more burdensome. 

5. The opposition of a powerful retail 
merchants’ association and of old, well- 
organized, aggressive cooperatives and 
younger voluntary chains. 


Of the above general considerations 
only one may be considered peculiar 
to San Francisco, viz., topography; 
the others will be present to a greater 


or less degree in other portions 
of the United States. Chain-store 
growth, subject of course to legal 
and internal-organization difficulties, 


should proceed not uniformly through- 
out the country but in accordance 
with the relative strength of these 
market resistances. 
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RECENT BOOKS ON MARKETING 
By EDMUND P. LEARNED 


HE subject of marketing today 

has so many different branches 

and such widely varying ap- 
proaches that it is practically impossible 
within the scope of one review to do 
justice to all the books that the pub- 
lishers offer the business man or the 
teacher. For the purpose of this review 
a choice was made of nine books: three 
recent books on agricultural marketing, 
three which treat of the marketing 
of other special commodities, and finally 
three which deal with some aspects of an 
important marketing institution, the 
retail department store. 


’ Agricultural Marketing 


Marketing Agricultural Products’ by 
Clark and Weld is destined to have an 
important place in marketing literature, 
just as the volume by Weld on The 
Marketing of Farm Products, of which 
the new volume is a revised amplifica- 
tion, had some 17 years ago. Though 
the original work by Weld furnishes 
the basic approach and method of 
treatment for the new volume, Clark 
and Weld are justified in giving the 
present book a different title, since 
it is virtually a new piece of writing. 
Whereas the original volume had 21 
chapters and 483 pages, the new book 
has 28 chapters and 672 pages of larger 
size. Practically every chapter of the 
old book has been rewritten and ex- 
panded. The chapter outline of the 


1 Clark, Fred E. and Weld, L. D. H., Marketing 
Agricultural Products in the United States. New 
York: The Macmillan Company, 1932. 672 pp. 
Price $4.25. 


new book, which follows, is an improve- 
ment over the original edition: Intro. 
duction, Marketing Functions, Method; 
of Sale, Marketing at Country Points. 
Wholesaling Farm Products, Middle. 
men of the Wholesale Market (two 
chapters), Wholesale Auctions of Fruits 
and Vegetables, Retailing Farm Prod- 
ucts, Storage, Cold Storage, Trans. 
portation as a Factor in Marketing, 
Market Finance, Market News, Pric: 
Quotations, Standardization, Produce 
Exchanges, Market Risk, Future Trad- 
ing, Hedging, Cost of Marketing, The 
Prices of Farm Products, Advertising, 
Cooperative Marketing (two chapters), 
The State and Marketing, Farm Relief, 
Defects and Improvements. 

The topical headings of Marketing 
Agricultural Products are all-inclusive. 
The authors have drawn wisely on the 
specialized literature of agricultural 
marketing, thus providing the reader 
with the main contributions of the 
specialized books and researches. De- 
scriptions of functions, institutions, and 
operating problems are adequate, au- 
thentic, and well documented. ‘The 
footnotes are a mine of information. 
Clark and Weld have been tolerant o! 
divergent views on controversial ques- 
tions, taking care at least to cite differ- 
ences in footnotes, but always remaining 
willing to take a definite stand which 1s 
clearly developed and well defended. 
Anyone interested in agricultural mar- 
keting should have this book in his 
library for reference. It will serve as 
an adequate text for a_ specialized 
course in the subject of agricultural 
marketing. 
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Holtzclaw’s book on Agricultural 
Vorbeting? is organized on a different 


from Marketing Agricultural Prod- 
Holtzclaw says in his preface: 
The first seven chapters set forth the 


les of marketing, essentially as given 
‘ysual course in the general subject, 


a eng describe the mechanisms and methods 
1: Intro. which are now most generally used in the 
Method; ricultural field. The next seven chap- 
’ Points vers take up the main classes of agri- 
Middle. yitural products and explain the special 


marketing problems of each class. Of the 
f Fruis remaining chapters, nine are devoted to 
* 4 Tuts detailed consideration of the various 
n Prod. fynctions of the agricultural marketing 
Trans. srocess as they have been modified within 
‘keting recent years. The last two chapters dis- 
iy te cuss at length the questions of market prices 
1 marketing costs. 


Ct (two 


roduce 
>» Trad- In the reviewer’s opinion, the first 
g, The seven chapters are woefully weak as 
‘tising, a discussion of marketing principles. 
Pters [he next seven chapters do not ade- 
Relief, quately describe the marketing methods 
and problems of the agricultural prod- 
Reting ucts considered. The selection of 
usive, points to be covered in these chapters 
Nn the and the relative spaces assigned to 
tural topics reflect, it appears, lack of ac- 
eader quaintance with the massive literature 
the i this field or inadequate knowledge of 
De- theindustries discussed. Asa reference 
, and work, Agricultural Marketing has no 
au- merit, since it is not documented and 
The It 1s inadequate. As a text, it is too 
i simple for college, though it might be 
t of iseful for high-school classes. The 
ues- virtues of the work by Clark and Weld 
ler- re completely lacking in the volume 
ing by Holtzclaw. The publication of the 
hi iormer book renders unnecessary Agri- 
ed. ultural Marketing. 
ar- Of quite a different character from 
his the preceding two books is the special- 
as zed volume of Nourse and Knapp on 


law, Henry F., Agricultural Marketing. 
sia: a ‘The Ronald Press Company, 1931. 429 


e ¢ 


3.50. 





The Cooperative Marketing of Livestock.* 
This is the type of source book which 
Clark and Weld might use to fill out 
parts of their picture or could use as a 
factual source for statements in their 
text. As a contribution to economic 
and business history, The Cooperative 
Marketing of Livestock is worth while. 
In Part I, the authors trace the history 
of Cooperative Shipping through its 
various stages, with due consideration 
to motivating forces and methods of 
operation. Part II is devoted to the 
history and problems of cooperative 
selling. Part III treats of current de- 
velopments under the following heads: 
Has Cooperation Reduced Marketing 
Costs or Improved Service, Market 
Price and Collective Bargaining, The 
Program of the Federal Farm Board, 
Progress Toward National Livestock 
Marketing, Economic Issues, Cooper- 
ative Principles and Farm _ Board 
Influence. 

The authors present their reasoned 
conclusions in the final two chapters. 
They make generalizations which the 
body of the text supports. They en- 
dorse the changes in livestock market- 
ing which are bringing about the 
merchandising of range stock direct 
to feeders and of finished stock more 
directly to the packers. They have 
little faith as yet in ambitious schemes 
of price stabilization which precede 
the stabilization of production. It is 
through the systematizing rather than 
through the concentration of the selling 
function that they expect the price 
structure to be made sound and equi- 
table. Their criticism of political ex- 
pediency in Farm Board Policy and 
its overruling of cooperative doctrine 





3 Nourse, Edwin G. and Knapp, Joseph G., The 
Cooperative Marketing of Livestock. Washington, 
D. C.: The Brookings Institute, 1931. 486pp. Price 
$3.50. 
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is well taken. The three appendices 
prepared by Knute Bjorka—Hog Price 
Differentials between Principal Ter- 
minal Markets, The Hog Price Struc- 
ture at Interior Markets, and the 
Relationship between Direct Purchases 
of Hogs and the Level of Hog Prices— 
are valuable additions to the book. 


Marketing of Other Special Commodities 


Writers of general books on market- 
ing principles and practices outside the 
field of agricultural marketing have 
wished frequently that there were avail- 
able more specialized studies by com- 
modity groups and by marketing 
institutions. It is with anticipation 
then that they look forward to the 
specialized books such as Olsen’s The 
Merchandising of Drug Products.4 Yet 
it is with disappointment that the 
reader lays this book down. There 
are some very good spots in the book, as 
for example, Chapter 5 on Price Prob- 
lems and Policies: Quantity Discounts 
and Free Goods, and the part of the 
next chapter which deals with the 
problem of resale-price maintenance. 
The remainder of Part I on the mer- 
chandising problems of manufacturers 
and wholesale distributors is too brief 
to be very useful. The author’s anal- 
ysis of the position of the full-line 
service wholesaler and the cooperative 
buying clubs, mutual wholesalers, and 
short-line wholesalers is also too lim- 
ited. There is no adequate account of 
the present status and the trends, nor 
is the material on operating problems 
plentiful enough. The material of Part 
II on the Problems of Retail Distribu- 
tion is more satisfactory than that of 
Part I. Three chapters are given to 
the problems of the chain store and two 





*Olsen, Paul C., The Merchandising of Drug 
Products. New York: D. Appleton and Company, 
1931. 259 pp. Price $2.50. 
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chapters to the problems of the indi. 
vidually owned store. The remainin 
chapters of Part II are on such ieeia 
as displays, advertising problems, sales. 
manship, and sales of drug products jy 
stores other than drug stores, The 
chapters on the chain store and the 
independent store offer some athe; 
good material for the current debates op 
the relative merits of these two types of 
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retail institutions. Olsen clearly dis. prices 
tinguishes between the small retail and se 
store, with an annual volume of abou: I disp!) 

$20,000 a year, and the chains, whose stock 
annual volume per store he estimates Part 3 
at an average of over $75,000. He selling 
stresses the specialization in selling a and tl 
well as in merchandising which the a disc 
large chain store exhibits. promo 
This book was written to provide a f ret 
text for use in courses in schools of chapt 
pharmacy. The student of pharmacy Part « 
interested in the managerial problems trial ¢ 
of the drug store has a picture in this dustry 
text of what some of the problems are, Th 
but there is presented no adequate book 
answer to, or method of attack on, sounc 
those problems. The lack of footnotes instit 
or adequate references, moreover, makes ally 1 
it impossible for the student to look of tl 
to other sources for an answer to the come 
problems raised by Olsen. Likewise, howe 
this lack of footnotes makes one ques- illust 
tion the operating figures quoted in ples: 
the text. For example, what basis retal 
had the author for the statement that guid 
the typical neighborhood, small-city cism 
drug store makes a profit of 8% © duds 
sales? The lack of factual support for disc 
some of these figures is a distinct and 
weakness. bas 
In contrast to The Merchandising mar 
of Drug Products, Dameron’s book 00 the 
Men’s Wear Merchandising® is satis- _ 
$eiil 
’ Dameron, Kenneth, Men’s Wear Merchandising. terr 
New York: The Ronald Press Company, 1939 55° the 


pp. Price $6. 
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story. This book is divided into and the actual selling price is also 
-e carts. Part I discusses consumer correct. Whether he intends to imply, 
jemand, taking up the matter of however, that maintained mark-up and 
schion in men’s apparel and the prob- gross profit are synonymous is un- 
of ‘size and fit in men’s wear. certain. In any event, he makes no 
> on retail distribution includes allowance in his discussion for stock 
oters describing the various shortages which affect both the cost of 
es of stores selling men’s apparel goods sold and the gross profit, but 
| cives a discussion of their operating which do not affect the rate of main- 
ms, such as retail buying, retail tained mark-up. The appendices con- 
price policy, salesmanship tain useful statistical material on 
llin , problems, advertising and consumer demand and on retail and 
‘splay, budgetary and stock control, wholesale distribution, and the bibli- 
sock turnover, expenses and profits. ography on topics will be useful to 
Part 3 covers the merchandising and merchants, especially to those who 
problems of the manufacturer desire to follow up some of the sugges- 
holesaler. It also contains tions made in the text. The author 
liscussion of advertising and sales could, however, have made these refer- 
notion, and manufacturers’ control ences of more value to the lay reader 
retail outlets. ‘The remaining two had he referred to them in footnotes in 
ipters in the book, which constitute the text where they applied. 
art 4, discuss commercial and indus- A third book from the commodity 
evelopment of the men’s wear in- approach is Ralph F. Breyer’s Com- 
istry and trade-association activities. modity Marketing.6 This book at- 
The discussion of demand in this tempts to do chiefly for the industrial 
k is thoroughly good and basically field what Clark and Weld’s book does 
ind. ‘The descriptive material on for agricultural marketing. ‘This book 
itutions and their problems gener- fills a hole in the literature of market- 
adequate to give a fair picture ing, since it covers in a single place 
industry. When the author the marketing methods employed for 
les to a subject like retail buying, a number of commodities which are in- 
wever, he does not give enough adequately covered in other books. 
istrations of scientific buying princi- The table of contents will give an 
to make it possible for the average indication of the scope of this text: 
iler to take the book and use it asa Marketing Bituminous Coal, Market- 
uide in actual operation. This criti- ing of Anthracite, Marketing Crude 
cism is equally true of the chapter on Petroleum, Marketing Refined Petro- 
budgetary and stock control. In the leum, Marketing Iron Ore, Marketing 
cussion of mark-up on pages 227 Pig Iron, Marketing Rolled Steel, Mar- 
nd 228, the author’s distinction be- keting Portland Cement, Marketing of 
en gross profit and maintained Meats, Marketing Cotton Textiles, 
mark-up is not clear. His usage of Marketing Tobacco Products, Market- 
term “initial mark-up” to indicate ing Farm Equipment, The Industrial 
margin set between the cost and Market, Marketing Industrial Ma- 
i . 6 . COFmOEE. Jip Gee OF the 6 Brey Ralph F., Commodity Marketing. N 
ai maintained mark-up” to indicate York: McGraw-Hill Book tg 1931. yon 
€ diflerence between the cost price pp. Price $4. 
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chinery, Marketing Passenger Automo- 
biles, Electric Public Utility Marketing 
—General Marketing Conditions and 
Marketing Factors for Electric Service, 
Electric Public Utility Markets, Mar- 
keting Programs for Major Markets, 
and Marketing Telephone Service. 
There have been other books which 
involve a commodity approach to mar- 
keting, but one of the values of this 
book, in contrast to others, is the 
emphasis given to products not ex- 
tensively treated in general texts. Far 
more attention, for example, has been 
given to the marketing of raw materials 
than has been given in many other 
texts. Still, there remains a shortage 
of information on the marketing of 
metals. The chapter on The Industrial 
Market might well have been expanded 
to cover the marketing problems of 
fabricating parts and equipment and 
operating supplies. The inclusion of 
Electric Public Utility Marketing and 
of the Marketing of Telephone Service 
in a book of this sort is something new, 
but on the whole commendable. This 
work may be viewed as an addition to 
the literature of the field. 


Department-store Marketing 


The field of institutional marketing 
is represented in this review by three 
books relating to department stores. 
This institution has been faced during 
the past five or six years with increasing 
expense ratios which have not been com- 
pensated for by increased gross margins.’ 
Thus, a downward trend in net profits 
has developed. One would expect, 
therefore, to find in books on the subject 
of department stores an explanation of 
these conditions and a suggestion of 
ways out. 


7 Schmalz, Carl N., in Bureau of Business Research, 
Harvard University, Bulletin #85, Operating Results 
of Department and Specialty Stores in 1930. 
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Boris Emmet’s book on Departmey; 
Stores® might well have been entitled 
6“ ° ™ 

The Debunking or Deflation of the 
Department Store Myth,” yet such ; 
title hardly would have portrayed the 
character of his criticisms. Emmet har 
divided his book into three parts— 
Part 1, Present Conditions; Part > 
Trends, 1922-1929; Part 3, Detaile; 
Information. Part 3 contains a yaly. 
able compendium of detailed informa. 
tion on department stores’ operating 
results, customer returns, mark-downs. 
stock-turn, and sales and stocks. |: 
is convenient to have these figures from 
various reliable sources brought to- 
getherunderonecover. Part 2 involves 
a discussion and brief interpretation of 
the trends evident in the foregoing 
data. In Part 1, however, that is, in 
the first 88 pages of the book, is to be 
found Emmet’s critical contribution. 

Emmet’s thesis is that much of the 
success of department stores during the 
period of mushroom growth since 1910 
was due, not to management, but to 
good luck in a period of general pros- 
perity. ‘Too many men, he says, when 
challenged as to their own ability 
reply, “Have I not built up the Silver 
Arcade from $1,000,000 volume t 
$20,000,000?” The inability of man- 
agement to cope with current informa- 
tion, he illustrates by the manner in 
which department stores, in face ot 
the great decline in the prices ol 
staples and semistaples, continued to 
run special events at “special sale” 
prices, whereas slight reflection should 
have led to the conclusion that lower 
prices must become regular, not special, 
in view of conditions in the commodity 
market. Some of the inconsistencies 0! 
management are depicted: though the 





* Emmet, Boris, Department Stores. Stanford Uni- 
versity, California: Stanford University Press, 193° 
214 pp. Price $4. 
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Departmey, «lity of high-pressure sales is ad- 
“entitled MR :...4d forced volume is encouraged; 
‘on of the MR: 4. are spent on the promotion of 
yet such a morale, while favoritism is 
Tayed the aracticed and relatives are overposi- 
“Mmet ha; a 


oned: poor collections are attributed 
e arte ae ° ° > 
Parts— «o ineffective credit management, while 


{ 
tor C 
[Ulu e 


, 
employee 


joned; | 


: D.. neu ; , 
Part ” store policy on credit terms 1s over- 
Detailed HMM joked. Emmet also chal h 
: ked. ‘mmet also challenges tne 

IS a yal) : 
Aina -hought of management that it costs no 


uu 


inform. ; age nae - : 
forma. more to do business on a charge basis 


ai n for cash. He challenges further 
a the accepted theory that the most 
ocks, It desirable customer is the charge cus- 
ee tomer, when the evidence seems to 
ight to indicate that the charge customer is 
ve he most expensive one from the stand- 
ae of of returned goods and service. 
—— Unfortunately, Emmet never produces 
oh sid he evidence to confirm his statements. 
oo - That the charge customer is more loyal 
ary he store than the cash customer 1s 
Pu lsproved, he thinks, by the fact that 
i, em average customer carries charge 
ri pn ounts in a number of stores simul- 
r i ringge Pong prefers to buy where 
: aie price, style and service seem, for the 
*bility noment, to be most attractive. Surely 
Si, nls latter premise represents a reason- 
vag ble point of view. 
seal C nsiderable attention is given to 
“Sasi ‘ so-called “overorganization” of the 
7 partment store. While not dealing 
val letail with the problem, as Paul 
Mazur did in his Principles of Organ- 
as _ n Applied to Modern Retailing, 
vo Inmet suggests in relatively few words 
sould that Mazur’s ideas result in disorgan- 
a zation rather than organization. Buy- 
sites Bs Emmet says, is a merchandising 
dits , store-management activity 
See ae ly with selling; advertising 
‘i sales promotion are really sub- 
ns of merchandising; manage- 
1 Uni ment invariably implies control. It 


that he has little sympathy 
checks and balances pro- 
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vided in Mazur’s organization. Where 
the buyer has the problem not only 
of buying but of supervision over 
selling as well, ordinarily lack of proper 
emphasis by buyers has resulted. He 
suggests that there are two ways of 
overcoming this difficulty. One is by 
separating the buying personnel from 
the selling, and it is this scheme which 
he appears to endorse, especially in a 
subsequent chapter on Store Mergers. 
The other alternative is educating the 
buyer to understand his frequently 
conflicting functions; efforts along this 
line have seldom met with success, he 
thinks. 

Emmet’s pragmatic point of view is 
illustrated quite clearly in his discussion 
of personnel management and training. 
After a brief statement on training, 
psychological tests, pep gatherings, and 
inspiration lectures, he asks what the 
results of personnel-management activi- 
ties have been. Have they brought 
about a more efficient selection of 
personnel? Has personnel been stabi- 
lized and turnover reduced? He be- 
lieves that no real stabilization has 
been achieved, but again he offers no 
real evidence to prove his points; 
he uses questions rather than facts to 
prove his assertions. The real con- 
tribution of this particular section is to 
challenge personnel executives to dem- 
onstrate that they have really accom- 
plished something, and to suggest that 
their courses are short-time courses 
rather than long-time socially desirable 
aims. 

The weakest chapter in the book 
seems to the reviewer to be the one on 
Store Mergers. One might well agree 
with his statement that the experience 
of the older consolidations presents no 
proof of the value of mergers, because 
their merged activities took place dur- 
ing a very prosperous period of store 
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development. However, his faith in 
the future of the Hahn organization, 
for example, has little but hope to 
supportit. ‘The main contention which 
he offers is that none of its major 
executives were formerly affiliated with 
any of its units and that, therefore, 
they have no special friends to care for 
nor any pet policies to protect. ‘This is 
a definite point, to be sure. He does 
not, however, outline a plan or a 
method which is to insure the success of 
thiscompany. ‘The chapter on mergers 
causes one to lose confidence in the 
author. One suspects that he is adept 
at putting high-sounding phrases to- 
gether rather than capable of sustained 
scientific thinking. 

In a book for popular consumption as 
well as for technical readers, Emmet’s 
interpretation has real merit. He han- 
dles detailed problems in a clever way. 
For example, whereas most writers cite 
the cost of doing department-store 
business as approximately 33%, Emmet 
would add the cost of mark-downs and 
call the expense of doing business 38%. 
As a matter of fact, the early full-price 
customer makes it possible for the store 
to offer mark-down merchandise at 
reduced prices. It is a fact that stores 
attempt to include the estimated cost 
of mark-downs in the initial mark-up. 
When successful, they do pass the 
mark-down cost on to the full-price 
customer. Emmet’s method of dis- 
cussion brings out the fact quite clearly. 

The principal difficulty of the book is 
that the reader cannot be sure which 
statements can be supported by facts 
and which are largely opinions of the 
author. Anyone familiar with the de- 
partment-store field can readily supply 
examples for most of the assertions; 
yet the same persons would hesitate to 
support the broad generalizations of 
Emmet. If the purpose of the book is 
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to expose malpractices and lack of 
executive leadership, the case js well 
stated. Inthe reviewer’s opinion, how. 
ever, the book does not present a {;i, 
general statement about the statys of 
department stores. By inference, per- 
haps, the reader can sense change; 
that Emmet would make in this impor. 
tant marketing institution. The trade 
will have to be satisfied, in the meap. 
time, with a hope for further constrye. 
tive suggestions in the future. 

The constructive suggestions which 
Emmet’s book lacks should be expected 
from the title of the volume by Wess. 
Profit Principles of Retailing.” In his 
first chapter he states what his profit 
principles are and that they can be 
found in successful stores. He then 
proceeds to a discussion of organization 
and its relation to net profits, and he 
indorses the principles originally sug- 
gested by Paul Mazur in Principles 
of Organization Applied to Retarling, 
which was reviewed in this journal." 
Wess argues for a store manual which 
tells the employees enough about the 
merchandise so that they can sell goods 
with intelligence. His argument for 
the formulation of a store policy and 
a policy with respect to growth which 
will be adhered to is constructive. He 
gives examples and argues for the im- 
portance of price lining, model stocks, 
and merchandising control, but in none 
of the instances does he explain ade- 
quately how to do the things he rec- 
ommends. This objection applies 
generally to the book. For experts 
who already know how to do these 
things, his suggestions seem sound; !or 
the layman or for the retail-store 
owner, not now using such methods 





Wess, Harold B., Profit Principles of Retassns 
New York: McGraw-Hill Book Company, Inc., 195! 
231 pp. Price $2.50. 

10 Vol. V, p. 369. 
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in character than Emmet’s. But a store 
operater who wants to know how actu- 
ally to do the things suggested by Wess 
must go elsewhere to find the answer. 
Thus, the book falls short of accom- 
plishing what, judging from the title, 
should have been one of its major 
purposes. 

The third volume which was written 
with department stores in mind is 
The Buyer’s Manual," particularly the 
second edition, edited by James L. 
Fri, for the Merchandise Managers’ 
Division of the National Retail Dry 
Goods Association. ‘The Merchandise 
Managers’ Division expected to offer 
in this work the better practices in 
retailing with respect to buying. ‘The 
original edition had considerable prac- 
tical use in retail stores, and this 
second edition should have more use 
than the first, since it is better organ- 
ized, and there has been some expansion 
in material as well as additions of 
new chapters. The general scope of 
the book is very well illustrated by the 
table of contents: The Problems of 
Retail Merchandising, The Buyer’s 
Position in the Store, The Buyer—A 
Department Manager, Merchandising 
Arithmetic, Turnover, Merchandise 
Planning and Control, Price Lining, 
The Technique of Buying, Sources of 
Information for Buying, The Rating of 
Resources, Taking the Guesswork Out 
of Buying, Buying Ethics, The Eco- 
nomics of Fashion, The Style and 
Fashion Adviser, Fashion Merchandis- 
ing, Consumer Demand at Different 
Price Levels, A Consistent Merchandis- 
ing Policy, A Profitable Merchandising 
Program, Developing an Effective Mer- 
chandising Control, What to Expect 
from a Control System, Merchandising 





11 Fri, James L., Editor, The Buyer's Manual 
New York: National Retail Dry Goods Association, 
(Second Edition.) Price $3. 


1931. 310 pp. 
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Information for the Buyer, Interpreta- 
tion of Departmental Figures, Mark- 
downs—Their Causes and Control, 
Control of Slow-moving Merchandise, 
How to Make Advertising Produc- 
tive, and Buying Principles and Policies. 
A book such as this, written as it is by 
twenty different people, necessarily has 
some duplication. For example, the 
problem of price lining is discussed at 
several different points. Naturally 
that topic has its place in the chapter 
on Price Lining and in some of the 
other chapters involving control prob- 
lems and merchandising problems. 
There is, however, more duplication 
on points of this character than is 
necessary. A chapter such as the one 
on Merchandise Planning and Control 
should contain more illustrative prob- 
lems and statistics than it does. The 
general principles are fairly clear, but 
the application in complex situations 


is not sO apparent to the average 
reader. 


Conclusion 


Among this group of nine books. 
there is clearly some contribution tp 
the literature of marketing. Never. 
theless, in numerous instances the 
attempt to cover much ground in , 
general way leads to a final result that js 
superficial. It would be desirable to 
have this tendency minimized in the 
future; if authors would cover narrower 
fields more thoroughly, rather than 
seek bulk or attempt to cover wide 
fields, the specialized books would then 
have more practical use. There is need 
for specialized studies outside the field 
of agricultural marketing. Moreover, 


such studies would furnish the basis for 
sounder generalizations by the writers 


of books covering a general field. 
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DOLLAR BOOKS—A PRICING EXPERIMENT 
By COBURN T. WHEELER 


T 


the end 


of May, 


two 


1930, 


leading publishers announced a 
policy of offering certain of their 
books, which customarily would 


$2 and $2.50, 


for sale at $1. 


her publishers soon followed suit. 


{ these 


vels, but a few 


pular nature. 


“new dollar books’’ 


were nonfiction 
All were an- 


equal in quality to books 


standard prices, and it was 
ed that the statement as to 


applied to literary content as 
quality of printing and 


as has been pointed out 


ling bookseller, the total of 


new dollar editions in 1930 was 
2% of the total of new books 


‘announcement of the policy 


DOLLAR BOOKS 


1 have proved ‘successful’ 


—first made at a booksellers’ conven- 
tion—was greeted by most booksellers 
and by other publishers as at best 
“economically unsound,’ and_ the 
discussions that followed in succeed- 
ing months were very heated and 
acrimonious. 

The announced policy was applied 
by the four publishers to only a limited 
number of their new titles and was 
quietly abandoned at the end of the 
year; no new books are now being 
offered for less than $2. Though this 
seems to indicate that the claims of the 
opponents were apparently founded in 
fact, it seems worth while to study the 
experiment—now that the smoke- 
clouds have rolled away—to seek the 
underlying conditions and forces in 
the market and in the industry which 
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twice the quantity that they would 
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would cause leading publishers to at- 
tempt to lower so drastically the cost 
of new books and which would, on the 
other hand, possibly miligate against 
the success of such a policy. 

That the action took the form of 
“price cutting” (the term being used in 


ExuHIBIT I 
PupiisHer’s EstiMaATes OF THE Cost oF A NEw 
Book on THE Basis or (1) A SELLING 
Price or Two Do.ttiars AND (2) A 
Setiinc Price or One DoLiar 


Part 1: If the Selling Price is $2: 


Sg ee eer ree s $2.00 

Less: Trade Discount @ 44%....... . .88 

Publisher’s Selling Price.......... $1.12 
Paper, Printing and Binding* .26 
Royalty @ 10%f......-.e0 .20 

. 46 

$ .66 


Less: Editorial, Selling, Advertising 
Accounting, Shipping and General 
Expense (Overhead){............ 4! 


Available toward amortization of plates, 

Se Oi ntck cate aewtamene es ake $ .2§ 
The plate expense for the average book is about 
$800. An edition of 3,200 copies would have to be 
sold before a profit would begin to be realized on 
this book. 

Part 2: If the Selling Price is $1: 








OSS SER Seer rr $1.00 

Less: Trade discount @ 44%........ -44 

Publisher’s Selling Price.......... $ .56 
Paper, Printing and Binding*. .32 
Royaity at 210967... 602 conse .10 

32 

.24 

DO IIE Do oakcesccokaeiace 


Available toward amortization of plates, 
Pe, ee eee $ .10 


The plate expense is still $800. An edition of 
8,000 copies would therefore have to be sold at 
this price in order to begin to earn a profit. 





* Slightly better materials are put into the $2 book. The 
cost of manufacturing declines, too, with the increase in the 


size of the edition 


t Sometimes the royalty is on list price to dealer, rather 
than on retail selling price. 

t Overhead (Editorial, Selling, Advertising, Accounting, 
Shipping, and Genera] Expense) is allocated on the basis of 
past experience. Apparently an average of about $1,200 of 
overhead is allotted by this firm to each book published. As 
the overhead is earned, profit comes here also. 
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its broadest sense) indicates that this 
was an attempt either to broaden the 
market for new books or to Oppose 
forces threatening or tending to restric: 
that market. As a matter of fac 
both these ideas seem to have hee 
in the minds of the publishers. |, 
the first place, as will be seen fro 
Exhibit 1, the unit cost of a book 
decreases fairly rapidly with the jp. 
creasing number sold. Thus, if lowered 
prices produce sufficiently increased 
sales, a greater percentage of net profi 
is obtained on the total number sold. 
Therefore, the balancing of the rate 
of decreasing cost with increasing sales 
against the elasticity of the new-book 
market, theoretically determines the 
success or failure of such a “price. 
cutting” move. 

An analysis of the costs of producing 
and distributing a dollar book and a 
two-dollar book, made by one of the 
publishers who tried the dollar-book 
experiment (See Exhibit 1) shows that 
in order to be as profitable as two 
dollar books, dollar books will have to 
run to more than twice as large an 
edition; that is, they will have to reach 
a sale of about 8,000 copies, as com- 
pared with about 3,200 copies of the 
two-dollar book, before they begin to 
make a profit. The risks involved 
in the failure of a dollar book to meet 
with public favor are therefore much 
greater. 


Importance of the Unpredictabiltty 
Public Favor 


This factor of risk brings out perhaps 
the most important reason that the 
plan was given up, but it also shows 
why deductions upon the basis of figures 
alone may be fallacious, for had the 
specific books offered at $1 happene¢ 
to coincide with public taste and deve! 
oped into ‘“‘best sellers,” the expert 
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S that thi. v 
roaden +h f any odds against it. As a 
tO opnes tter of fact, the books so offered 
hates regarded by the trade—in spite 
r of baal clai ms made by their publishers— 
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h the jp. - low quality of the offerings was 
if lowered orobably not mere chance, moreover, 
increased for n st of the strongest authors on 
Net pr f. iblishers’ lists—those with the 
ber sold, oie following—would not 
the ray it to take a chance that the 
sing sa lar price would sell more than twice 
1ew-| many books as a two-dollar price.? 
ines [hey naturally preferred and insisted 
“Dri inimum royalties of 20¢ per 
y, in all probability feeling that the 
roducing eal of their work was sufficient to 
k and a a book at “almost any price.” 
of ti books issued at $1 were in the 
lar-book HN main, therefore, ‘‘pot-boilers,” first 
Ws ls of unknown authors—the class 
as 1 ublication that always carries the 
have to MM greate st risks. 
ire One 2 pullin explains the relative 
O re: portance of quality in bookselling 
stating that the investment of time 


reading a book is relatively much 
than the monetary investment. 
is of no real value apart from 
inment or educational worth; 
fundamental prerequisite. 
ail that it is possible to con- 
therefore, as to the elasticity 
-book market from the 
iment of 1930 is that the appeal 
rice reduction was not sufficient 
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mediocre books in more than 
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twice the quantity that they would 
ordinarily purchase an average good 
book. Had the experiment been con- 
ducted with books of generally recog- 
nized or “‘average”’ appeal, the results 
might have been more indicative of the 
elasticity of the demand for new books. 


Reprint Books 


Another “‘experiment”’ with books 
selling at one dollar, however, has 
shown more as regards the elasticity 
of the book market. This is the dollar- 
reprint business. There are two divi- 
sions of this business, both of which 
have really passed the experimental 
stage. The first division is that of 
reprints of novels that have established 
themselves in the original edition. For 
a quarter of a century these novels have 
been reprinted—particularly by Grosset 
and Dunlap—to sell at seventy-five 
cents, and during the last five years 
certain of them have been priced at $1. 
The other division of the reprint busi- 
ness consists of reprints of popular non- 
fiction. This is an outgrowth of the 
rapid increase in popularity of certain 
types of nonfiction in recent years, and 
was started by Doubleday, Doran and 
Company with the “Star” series, 
which has been thriving for six years. 
Recently a group of four other pub- 
lishers has banded together to edit the 
competing ‘Blue Ribbon” series. 

The principles of operation of both 
divisions of the reprint business are 
essentially the same. The pues of 
books which have proved their worth or 
popularity by selling large editions for 
the original publishers are rented by 
the reprint publishers, who pay a flat 
rate of 10¢ per book for the use of the 
plates, guaranteeing a certain minimum 


sale.2 Thus, in effect, there is no plate 





2 This payment of 10¢ is divided equally between 
the author and the original publisher. 
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expense involved in reprints. Since 
the books have already made a name for 
themselves, the promotional expense 
necessary for them is considerably less 
than for new books. It has been found 
that on the average there exists for a 
popular book a dollar market which is 
at least as great as the original market 
discovered for it; thus, the risk involved 
in such reprints is reduced to a mini- 
mum.* As will be brought out later, 
the fact that this style risk is com- 
paratively unimportant in_ reprints 
makes them a more standardized com- 
modity and, therefore, allows them to 
be distributed on a different basis than 
new, untried books. 


Price Stratification of the Market 


Experimentation with dollar reprints 
has proved to the satisfaction of most 
publishers and booksellers that there is 
a price stratification in the market. 
There appears to be a relatively small 
“top layer’ of bookbuyers who can 
afford and are willing to trust their 
own, or a few people’s, judgment as 
to the quality of a new book and will 
therefore buy it at a fairly reasonable 
original price within a short time after 
it is first issued. Below this is a second 
layer—the dollar market—the indi- 
viduals in which do not value the idea 
of being entirely up to date so much 
that they are willing to risk as much as 
$2, or even $1, on a new book, but who 
value the possession of a well-printed 
book of proved popular worth sufh- 
ciently to buy it at $1 some time after 
its original publication, when the “pri- 
mary” market has become saturated. 


3 This risk is not negligible, however, for in any 
particular instance the reprint sale may vary between 
an amount equal to half the original edition and ten or 
fifteen times that edition. The chance of error has 
simply been narrowed appreciably. 
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That these two markets are relatively 
distinct was indicated by what hap. 
pened when, under the pressure of 
competition, reprint houses began to 
rent the plates of new books just aboy: 
as soon as they had begun to prove their 
popularity, decreasing materially the 
elapsed time between the original date 
of publication and the date when books 
appeared as reprints. Only as the date 
of reprint publication got to withiy 
a year or six months of the date of 
first sale did booksellers find, not only 
that they were left with stocks of the 
original edition on their shelves, but 
that their primary—trade-edition— 
market patently was waiting for the 
appearance of the reprints. ‘The book- 
sellers, to correct this condition, have 
persuaded the various publishers to 
agree individually not to lease plates 
to reprint houses inside of two years of 
the original date of publication in the 
case of nonfiction, or inside of one year 
in the case of fiction. Whether in the 
future this rule will be enforced is 
problematical, but it is apparently 
based upon a sound analysis of the 
present structure of the market. ‘There 
is apparently, except in very excep- 
tional cases, a “depreciation” in 
style value of books of popular appeal 
of 50% or more within a year of 
publication.‘ 

Thus we may perhaps reasonably 
conclude that, in the case of new 
trade editions of books seeking popular 
appeal, prices may be set principally 
according to the indicated demand, not 
according to production costs—that 
this primary market is relatively in- 
sensitive to price, and that there is at 
present a fairly well-defined limitation 





4 The classics and educational and scientific books 
are not considered in this discussion. The merchan- 
dising problems of such publications are distinctly 
different. 
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total possible extent of this 
We may further conclude, 
nowever, that there is a secondary 
ket for reprints of such books at a 

+ price, at present apparently about 
sllar, which price conforms more 
ly to the actual costs of production 
| distribution. Where the factor of 
’ is reduced to a minimum, 
more safely be set on a 


Effect of New Developments in Book 
Distribution 

Returning, however, to the second 

bject sought by the “‘new dollar book”’ 

rperiment, that of stemming the ad- 


vance of forces tending to decrease the 


ready relatively small market for 
ions, we meet with the new 
-velopments which are threatening to 
inge radically the system of retailing 
oks. Here we find experiments 
ich are to some degree at least 
lly accomplishing what the “‘new 


lollar book” experiment sought to do— 


, to offer the public an opportunity 
{ securing new books of real worth at 
expense. Here the price 


reau¢ ed 


iactor does become important, for the 
experiments are of such a character 
that the public has to bear little or 


} 


burden of decisions as 


of this survey to do more than 


utlne these problems which beset 


unit bookseller. The forces are in 


The growth of “book clubs.” 

practice of offering books for sale 
ug and cigar-store chains. 

j. The growth of rental libraries. 


2. The 


‘Cis a controversial point in the case 
these movements as to the 


“gree to which they are inimical to the 


er—the degree to which they 
ier take away his market or, on the 


other hand, develop a new book market 
which increases the number of book 
readers who may eventually buy books 
from the bookseller. Whatever may 
be decided on this question in the 
future, it is a fact at present, according 
to one of the leading booksellers of the 
country, that “only about a_half- 
dozen bookstores are able to pay their 
bills.”” This, moreover, is not due 
primarily to the depression, but is 
becoming chronic. 

1. The Book Clubs.—These organiza- 
tions—selling on mail order to member- 
ship lists—have in recent years sold 
large editions of selected books at 
prices considerably below the pub- 
lishers’ list prices.* They have been 
able to do so, of course, because they 
have developed a definite market which 
(so far) will absorb a large quantity of 
any recommended book. While the 
price cutting of these organizations has 
created a problem for booksellers, it 
begins to appear from the increasing 
rapidity of turnover in the membership 
of such clubs, and the decrease in 
total members, that people are becom- 
ing conscious that the editorial staffs 
of the book clubs are not appreciably 
more infallible than those of the pub- 
lishing houses. There appears to be a 
distinct limitation to the future growth 
of such clubs. 

2. Sales of Books by Drug and Cigar 
Stores.—Partly because publishers have 
been seeking new outlets for book sales, 
and partly because books looked like a 
““good thing’ to chain-store execu- 
tives, there has developed a consider- 
able volume of book sales through 
these outlets. The character of books 
distributed through these channels is 





5 The Literary Guild and Book League of America 
do this directly. The Book of the Month Club 
accomplishes it indirectly by offering a free book to 
new members and books at Christmas as “dividends.” 
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rather strictly defined, however. A 
book sold in this manner—by display 
and a bright-colored jacket—must be 
standardized; it must have a minimum 
of quality risk; and it must have a price 
appeal. The dollar reprint books, as 
previously indicated, are therefore best 
adapted to such distribution. The 
extent of the growth of such outlets is 
indicated by the following figures for 
the distribution of one series of such 
reprints, by types of outlets, in 1930: 
Exuisit 2 


CHANNELS OF DISTRIBUTION OF A SERIES OF DOLLAR 
(Reprint Books) 


In percentages of total 





1. Regular Bookstores............... 25.4 
Si PO ichakscmme case akewa esx eke 16.2 
g. Department Stores.....ccicsiccecs 16.0 
6. SE NNN Oilvcs ce ekectncakians 22.2 
iC: NN MN a acaidld aca sem Rei eiee ee 12.0 
PO canincucas hacen oe baaerns 4.0 
7. Educational, Libraries............. 0.9 
SG. RESCHMANCONS. 6< ince ccccnvinsccves 3-3 
RUN: dtc di nel hh ewe aeiee een aee 100.0% 


When the “‘new dollar books” were 
tried, certain of the publishers at- 
tempted to distribute them through 
drug stores, but found that inventories 
of such books piled up and remained 
unsold. They remained unsold there 
partly for the same reason that they 
did not sell anywhere, but the fact that 
publishers experienced especial diffi- 
culty in their attempt to expand sales 
in this way indicates that new books 
are not sufficiently standardized to be 
handled with the minimum of merchan- 
dising and sales effort that the chain 
stores can afford to give them. How- 
ever, there is little doubt that the 
public believes that dollar books are 
perhaps a better buy in drug stores, 
even though they sell for the same 
price in regular bookstores. ‘The book- 

®Some drug stores also do a good business in 


“‘remainders’’—unsold copies of original editions— 
the basis of such success being this same price appeal. 


stores are thus losing the advantage 
of a considerable part of the secondary 
demand which they have helped 1 
build up for such books by pushing the 
original edition. If, however, distri. 
bution through these outlets is really 
successful in reaching buyers who d 
not go to a bookstore, thus developing 
new book readers, the bookseller may 
eventually profit as these readers growin 
literary desires. 

3. Rental Libraries.—The growth o} 
rental libraries is the force which mos: 
seriously threatens the sale of ney 
books. These libraries now supply 
about 20% of the reading public with 
its current novels, at a cost of approxi- 
mately twenty-five cents each. Inas- 
much as a person normally reads such 
a book only once and then has little 
further use for it, except for display 
purposes, this method of securing new 
books cheaply is making increasing 
inroads into the book market. Book- 
sellers, of course, as well as others have 
installed rental libraries, thus securing 
a good share of this business, but rental 
books can be read many times for each 
one sold, and this economy in the use 
of books has directly affected not only 
the sale of new books, but also the sale 
of the seventy-five-cent and one-dollar 
reprints of both fiction and nonfiction. 
Booksellers locate their rental libraries 
in the rear of their stores, in order to 
“expose” the renter to the attractive 
displays of new books as he passes 
through to the rental department, but 
there is evidence that even new books at 
$1 would not stem the rising tide o! 
rental libraries. For this practice there 
is good precedent in Great Britain, 
where 80% of new books are sold t 
rental libraries and only 20% to !1- 
dividual purchasers. ‘The widespreac 
reading of magazines in the United 
States limits to some extent the growt! 





libraries, as it does the growth 
- market, but there appears 
.d reason to suspect that this 
obtaining new fiction is 
with increasing favor among 
ading public. So far, non- 
equiring a considerably larger 
vestment per rental copy, has not 
n very successful in the large major- 


f rental libraries. 
Conclusions 


The tendency of the market for new 
ks to be restricted is real, and this 
being felt most by the regular book- 
Perhaps it was because he was 
ling the effects of this narrowing 
rket so keenly that he objected so 
isly to the cut in his margin of 
,used by the policy of new books 
llar. Inasmuch as it appears 

t new books are bought on a quality 
, approximately the same amount 
e and effort is required to com- 
the sale of a new book at $1 as at 
with the result that the publishers’ 
cutting” simply caused the 
er to lose 50% of his previous 
n on each of the new dollar books 
lt is not surprising, therefore, 

the announcement of the new 
‘brought a storm of protest from 
ly hard-pressed bookseller. It 

be ad that this 


dded, 





however, 
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attitude on the part of booksellers, 
however well founded, limited their 
cooperation in the experiment and 
helped to insure its failure. 

From this cursory survey of the 
major problems of the publishing and 
bookselling industry in connection with 
the agitation against new dollar books, 
it appears that there is a great necessity 
for a systematic reorganization of the 
system of distribution for books, both 
to make this activity profitable and to 
provide a sound basis for attempts to 
broaden the book market. 

So far as the “dollar book” itself is 
concerned, when we take into account 
the risks involved in presenting a new 
book to the public, it seems that, with 
the present limitations of the primary 
market, it is likely to be unprofitable 
both to the publisher and to the book- 
seller to “try out” books which need 
a minimum sales volume of 8,000 
copies. 

The new books will probably con- 
tinue for the present to be issued 
at prices above $2. But the reprint 
business will probably remain an inte- 
gral part of the productive system, 
the period between first and reprint 
publication eventually becoming sta- 
bilized; whether on the present one- 
and two-year basis, or not, will depend 
on future developments. 








THE CHANGING VALUE OF BUSINESs 
FORECASTING SERVICES 


By CHARLES L. TERREL 


f ‘HE almost universal failure of 
forecasting agencies to foresee 
the course of events since the 

historic November of 1929, and the 
monotonous regularity with which pre- 
dictions of improvement have since 
then appeared, engender a rather wide- 
spread suspicion of the validity of pre- 
vious forecasting ideas as applied to 
present conditions. From the stand- 
point of the man who is compelled to 
make forecasts for the conduct of 
his own business, and who looks to 
the forecasting agencies for aid, the 
question arises: “‘How much faith 
can be placed in the forecasts for 
the remainder of 1932, especially if 
the ‘outlook’ is for an improvement 
in business?” 

From the recent illuminating per- 
spective of an almost daily succession 
of new lows, it is entertaining as well 
as instructive to hold a “‘ post-mortem” 
over the professional forecasts since 
1929 and to isolate, if possible, the 
general causes of their failures. Then 
it may be possible to determine whether 
these causes are permanent or tem- 
porary—whether forecasters have prof- 
ited or can profit from their somewhat 
harrowing experiences of the past two 
years. 

It should be understood, of course, 
that the only part of the work of pro- 
fessional forecasting organizations to 
be considered here is the prediction of 
the course of general business activity. 
Some of the larger organizations con- 
sider this part of their task of less 
importance than the collection of facts 
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in busi! 
begin 


on all phases of business and the fore. 
cast of the possible action of individya| 
industries. Therefore, the total yse. 
fulness of forecasting agencies should 
not be evaluated under the one activity 
of general business forecasting. Hoy- 
ever, it is in this very broad field of 
general business forecasting that the 
individual is most likely to be handi- 
capped and to feel the need of reliable 
assistance from organizations trained 
to consider business as a whole. 

The excellent investigations of Gar- 
field V. Cox! have been used to indicate 
the value of the forecasting agencies 
before October, 1929. Then, in view 
of the fact that the course of events 
since that time has been unprecedented 
both in severity and in length of the 
downward trend, it will be the purpose 
of this article to note the general per- 
formance in forecasting the continuance 
of the decline since October, 1929. 


evalua’ 
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helpfu 
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Forecasting before 1920 


The first depression of importance 
that forecasters as a group experienced 
was that of 1920-21. Since then, there 
has been an opportunity for them to 
predict the timing and amplitude ot 
two more minor downturns of the 
cycle, those of 1923-24 and 1927. 

In one of his tests Professor Cox 
evaluates each of the six outstanding 
forecasting agencies upon their ability 
to forecast major downturns or upturns 





1 As reported in Studies in Business Adminstration, 
Volume 1, Number 2, entitled “An Appraisal ©! 
American Business Forecasts,” University of Chicag 
Press. 


CHANGING VALUE OF BUSINESS FORECASTING SERVICES 


- business, defining a “turn” as the 
ravinning of a rise or decline of 12 
‘ints in the Annalist index of business 
tivity. Designating the record of 
wach forecasting service on each “turn” 
forty-six cases which 


n Case, 
Pe sccurred prior to October, 1929, were 
leilits evaluated. Each performance is rated 
total te with one of the following five classifica- 
ieee: ns, depending on the accuracy in 
© SNCUd BE redicting the amplitude, direction, 
© activity | timing of the turn: helpful, slightly 
fer *- , neutral, slightly misleading, 
and misleading. The conclusions were 
that the ‘ 
€ Nand)- 
f reliable 14 cases—helpful 
trained 22 cases—slightly helpful 
ses 6 cases—neutral 
ee 2 cases—slightly misleading 
of Gar. 2 cases—misleading. 
ees In gen ral, then, forecasting services 
Se ie were “slightly helpful” in this period 
pettes November, 1929. 
sdentes Considered by individual turns, it 
of the concluded that the forecasting serv- 
varpoe ices Were most successful in predicting 
nl mes. the downturn and upturn of the 1920- 
wee 21 cycle. In 1923, the results were 
9. lar less satisfactory, this being the only 
year in which more services pointed in 
wrong direction than in the right 
ne. The success with the 1927 down- 
eg tm Was average, as compared with 
— th ther two. 
ther Un the same basis of evaluation, 
=" Mr. Cox concludes that for the period 
Ge % ! November, 1928, to November, 
it j29, the forecasting services were 
. y less helpful than on the average 
= I919 to 1928, and about as 
ie | as during the 1927 downturn. 
ng significant that the complete 
a tion of the services shows that 
de no improvement in per- 
a over the last half of the 


covered, as compared with the 
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Forecasts since 1929 


In considering forecasts since 1929, 
it is to be remembered that the general 
course of business activity has been 
consistently and drastically downward, 
with the exception of an intermediate, 
but brief, rally in the spring of 1930 
and again in the spring of 1931. 

The surprising thing about this period 
is that forecasters as a whole have 
insisted, month after month from the 
first month of decline, that the de- 
cline was to be small, that it was 
just about finished, and that the future 
trend would be upward. The only 
time in which they were practically 
unanimous in predicting a continuing 
decline was during September and 
October, 1931, and even then there 
was one dissenting voice. 

It is true, of course, that different 
agencies at various times predicted 
continuing decline—but all of them, 
at some time or other during this 
period, were of the opinion that the 
decline had stopped. The following 
quotations, taken from forecasts of 
the principal agencies, forcibly illus- 
trate this situation. It must be re- 
membered that no attempt is being 
made here to rate the individual fore- 
casting services, but that the profession 
as a whole is being studied. 





October, 1929 


Cleveland Trust Co: “ Despite the slowing 
down in iron and steel production, in 
automobile output and in building, the 
conditions which result in serious busi- 
ness depressions are not present.” (Oc- 
tober 15, p. 1) 

Irving Trust Co: “‘ But although industry 
and commerce are not uniformly san- 
guine, there is no evidence that a general 
slump is near at hand.” (October 17, 
p. 1) 
Standard Statistics: ‘In view of the basic 
soundness of most of the governing 
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factors in the situation, it should be 
possible to correct this decline, to reverse 
the trend, within, say, six months.” 
(October 30, p. 1) 

Brookmire Economic Service: “‘We antici- 
pate a gradual and irregular recession, 
lasting well into 1930, but no forced 
liquidation of commodities or drastic 
general stoppage of the industrial proc- 
ess.”” (October 21, p. 3) 


November, 1929 


Harvard:* “It is clear, however, that 
nothing like the depression of 1920-21 is 
now in prospect.” (November 16, p. 
274) 


December, 1929 


National City Bank: “Business should 
have no need to fear a serious or pro- 
tracted depression.”’ (December, p. 1) 


January, 1930 


Moody’s: “‘Thus it seems as if we had 
completed, or are about to complete, 
another business ‘cycle.’ In this con- 
nection two things stand out clearly: 
(1) this cycle is likely to prove one of the 
shortest in our business annals; and (2) 
while the low point of the movement is 
apparently reached, the business struc- 
ture of the country is showing signs of an 
unusual power of resistance.”” (January 
16, p. 1) 

Alexander Hamilton Institute: “The up- 
ward trend during the last half of 1930 
will carry business out of the recession 
phase of the current cycle into the 
expansion period of a new cycle which 
should be definitely started by the begin- 
ning of 1931.”’ (January 25, p. 1) 


February, 1930 


Cleveland Trust Co: ‘“‘The bottom of the 
business decline appears to have been 
reached.” (February 15, p. 1) 


March, 1930 


Harvard: **That a further decline of con- 
sequence will occur in business, however, 
with the continuing prospect of easy 
money, is unlikely.”” (March 22, p. 78) 
***Harvard” refers to The Harvard Economic 
Society, Incorporated, an independent organization 
incorporated under the laws of Massachusetts. 
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April, 1930 
Standard Statistics: “Should this trend 


eventuate (activity to recede until Jat. 


summer) further strength would be given 
our previously expressed opinion that ; 
real upturn in industrial production js 
likely to be witnessed this fall, possibly 
carrying above the level of late 1929 
during the final quarter of the year,” 
(April 2, p. 1) 


May, 1930 


Harvard: “ Business, with due allowance 
for seasonal movements, will turn up- 
ward this month or next, recover 
vigorously in the third quarter, and end 
the year substantially above normal.” 
(May 17, p. 178) 


June, 1930 

National City Bank: “ . . . there seems 
reason for confidence that business wil! 
soon begin the climb back to normal 
prosperity.” (June, p. 91) 

Brookmire: “In our judgment, the de- 
pression of 1929-30 will prove to be of 
greater magnitude than that of 1923-24, 
though of lesser proportions than that of 
1920-21.”” (June 9, p. 37) 


July, 1930 
Cleveland Trust Co: “ From this time for- 
ward the sentiment of business should 
improve.” (July 15, p. 1) 
Moody’s: “July . . . will probably re- 
main at approximately the same or 
slightly lower level. This, we believe, 
will prove to be the bottom of the current 
cycle.” (July 24, p. 1) 

August, 1930 
Irving Trust Co: “ As such credits [install- 
ments] are gradually liquidated the way 
is paved for a new upward cycle in trace 
that may get under way with unexpected 
celerity.” (August 19, p. 1) a. 
Alexander Hamilton Institute: “Genera 
business slumped badly in July, but 
seems fairly probable that this markec 
the bottom of the current depression. 
(August 30, p. I) 


September, 1930 


Babson’s: “The outlook for the rest © 
1930 is for a general increase in industria! 
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- and improved business in most Irving Trust Co: “Sign-posts of the 
September 8, p. 1) general course of business point more 
clearly towards betterment in conditions 

in the aggregate than at any time in over 


e e -« é ” : ef 

mire: “We continue of the opinion a year and a half. (March 18, p. 1) 
orovement will become apparent April, 1931 
nd that the year of 1931 asa are 

. ne of improvement leading 

return to approximately normal 

1 9) 
the end of the year.” (Oc- 


National City Bank: “What appears 
more probable is that business has now 
reached the bottom of the valley “ 
(April, p. 1) 

Bik Moody’s: “It is the general recognition of 
r, 1930 this improvement which we expect will 
prevent stock prices from falling much 
further and turn the market slowly up- 
ward again during the course of the next 
few months.” (April 2, p. 1) 


ird Statistics: “The prospect is that 
nmistakable signs of business 


Aiidids 


ll be available.”” (November 


May, 1931 
Alexander Hamilton Institute: ‘The out- 
look is, however, for some betterment 
; first half—probably during later on in the year. This should repre- 
frst quarter—of 1931, and show sent the beginning of a definite revival.” 
il revival during the rest of the (May 30, p. 2) | a : 
December 20, p. 318) Standard Statistics: ““ With due considera- 
City Bank: “This equals the tion for the background of unemploy- 
f any previous decline of the ment and reduced consumer purchasing 
-ars, and, while it is not con- power, we believe that the worst of the 
of. surely warrants the as- industrial depression has been witnessed 


‘Our expectation is that gen- 
ness activity will cease to decline 


Ve 


n that the decline is nearing its -.. ” (May 27, p. 1) 
December, p. 1) June, 1931 
, 1931 Babson’s: “This changing attitude to- 


ward Europe and the growing opposition 
to more foolish appropriations, e¢tc., are 
reasons why our Mr. Babson stated 
recently in Washington: ‘Whatever may 
happen in the stock market, I am willing 
, 1931 to stake my reputation that general busi- 
ness has seen its worst even if the recov- 
ery is very slow.’”’ (June 29, p. 3) 


land Trust Co: “ .. . nevertheless 
ight of probability is distinctly in 

' durable improvement beginning 
(January 15, p. 1) 


's: “The best business beacons 
that fundamental business con- 
have struck bottom.” (Febru- July, 1931 


r) : — , 
6 alt ie. ail 6 Standard Statistics: ““ The last quarter, we 
ing Ga yo aces con q believe, will show definite expansion over 
TRC DEUEl, MIRMEELO Capeeere the third quarter.” (July 1, p. 3) 

it we are through with very e 

markets and that a turn August, 1931 
er times 1S taking place. Brookmtire: Ste now looks as though 
10, p. I) there might be rather sharp gains in 1932, 


attaining somewhat better levels and 
wii oe enduring somewhat longer than those 
_ it is our opinion, therefore, earlier anticipated.” (August 3, p. 3) 
vusiness decline, if not already _ 
| end in the present half-year, September, 1931 
succeeded by general business Babson’s: “Although this was the spirit 
(March 21, p. 60) of the Conference, the Babson Organiza- 
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tion is optimistic . . . A sharp return to 
prosperity next year would be no more 
surprising than the decline from 1929 to 
1931.” (September 21, p. 1) 


October, 1931 
Babson’s: “Important forecast: During 
the winter and early spring, business will 
round out the U-bottom trough.” (Oc- 
tober 26, p. 1) 

November, 1931 
Alexander Hamilton Institute: “‘In fact a 
further rise in the price of wheat would 
not be surprising . . . The outlook is, 
however, that the automobile manu- 
facturers will soon announce lower prices. 
With lower automobile prices and higher 
wheat prices, business should soon show 
considerable betterment.” (November 
14, pp. 2 and 4) 

December, 1931 
Babson’s: “‘These factors make just the 
kind of foundation upon which to build a 
business recovery. They also strongly 
corroborate the Babson chart in our pre- 
diction of a considerable recovery in 
business in 1932.” (December 21, p. 1) 


January, 1932 

Alexander Hamilton Institute: ‘With 

business men now actively engaged in 

making the necessary adjustments, the 
outlook at present is decidedly brighter 
than it has been at any time since the 

depression started.”” (January 9, p. 2) 

Standard Statistics: “‘ Broadly considered, 

it is now indicated that we are witnessing 

the low level of the depression... ” 

(January 27, p. 1) 

Babson’s: ‘‘ These credit expansion forces 

are bound to choke off further destruc- 

tive deflation and arouse confidence. It 
follows that business must look up.” 

(January 25, p. 4) 

February, 1932 

Babson’s: ‘In our opinion, evidence now 

at hand strongly suggests that business 

sounded bottom in the last quarter of 

1931.” (February 1, p. 1) 

It is rather apparent that no careful 
system of numerical evaluation is neces- 
sary to indicate that forecasting serv- 
ices have been significantly less suc- 
cessful since November, 1929. 
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Isolating the causes of this rather 
general failure to forecast correctly the 
continuing downward trend of busines 
conditions is largely a matter of individ. 
ual judgment of the relative importanc. 
of the numerous causes currently ad. 
vanced in explanation. Three are her: 
selected as being the fundamental and 
most nearly universal causes of the 
errors in forecasting during the past two 
years. Whether these causes can o; 
will be overcome will, in a large meas- 
ure, determine the value of forecasting 
services in the near future. 


Failure to Evaluate Correctly the Effeci 
of “Easy Money” on Business 
Conditions 


Concurrently with this record of 
continual forecast for improvement in 
business, there is an evident insistence 
on the supposed ability of low interest 
rates to bring recovery in_ business 
almost unaided. Next to the insistence 
on the probability of “‘early recovery” 
this insistence on effect of easy credit 
is most pronounced. A series of ex- 
cerpts listed chronologically serves to 
emphasize this point. 


The prospect is that during the next few 
months money conditions will remain favor 
able to business. This prospect, and the 
absence of further unfavorable develop- 
ments in the stock market, may be expected 
to stimulate business. 

The hope for improvement in business 
rests on the fact that credit has become 
cheap and is becoming plentiful. 

That a further decline of consequence 
will occur in business, however, with the 
continuing prospect of easy money, § 
unlikely. 

Virtually all central banks of the world 
have reduced their discount rates, thereb} 
laying foundation for business recovery. 

As a foundation for business improve 
ment, we have abundance of credit avail- 
able on easy terms. 

But with money easy and business pros 
pects generally favorable, we believe t 
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recently shown in stock will be 


serve policy one of continuing ease, 
‘romise of ultimate sustained busi- 


ecovery. ; 
mple supply of credit at low prices 
the past, been inevitably the fore- 
f recovery from a major period of 


The last excerpt with its somewhat 
ative tone, from a forecast of 
h. 1931, really sums up the situa- 
all the services—credit ease 
had. in general, been followed by 
recovery. It is significant that Mr. 
in his discussion of the failure 
ervices to forecast properly the 
in 1923-1924, says, ““This 
appears to have been due pri- 
marily to an overemphasis on the power 
‘abundant bank credit to sustain busi- 
ess activity at a high level.” 

Juring the greater part of the down- 
turn beginning in 1929, the second time 
as a whole were more 
wrong than right, the same error was 
rally made—overemphasis on the 
eflect of plenty of cheap credit. The 
Federal Reserve Bank evidently per- 

1 in the same opinion, for the 

ount rate continued rapidly down 
peak at 6% in 1929 to the 

rd low of 114% in 1931, continuing 

t level for some six months. All 
time the trend of business 

y was definitely downward. It 
rs clear that business was either 

: affected by credit conditions 
expected way, or that other and 

werful influences were operating 

pposite direction. 


nturn 
ITT 


ceryice 
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Give Sufficient Weight to the 
sing Effect of Business, 
Banking, and Political 
Sentiment 
evidence that forecasting 
a whole, were unable to 
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sense the powerful influence of abstract 
sentiment alone in the business and 
financial community. An example in 
point is found in the failure of fore- 
casters to predict, with the right timing, 
the downturn of 1929. The services 
were rather generally predicting a 
downturn in 1929, from as early as 
October, 1928. It was expected to 
occur in late spring or early summer. 
As that period approached and passed, 
with the only result being an actual 
increase in the activity of business, 
and of the stock market especially, 
the services at first insisted in their 
belief that a downturn was directly 
ahead and then, with their predictions 
evidently entirely belied by the actions 
of the stock market, suddenly changed 
to the belief that business might con- 
tinue up after all. 

It is interesting to note this change 
of position by several forecasters, by 
quoting from at least two successive 
reports of each of these services in 1929: 


Harvard 
July 20. “It seems probable that a 
business recession will develop before the 
end of the year.” 
August 3. ‘It now seems less probable 
that a business recession, such as we have 
been expecting, is near at hand.” 


Babson 

June to. ‘The crash in the grain mar- 
kets, especially wheat, is of fundamental 
significance to general conditions. Busi- 
ness activity will reflect to some extent 
what has happened in grain markets.” 
july 1. “For the rest of 1929 business 
activity should average above the normal 
line. Volume should compare favorably 
with the second half of 1928.” 


Brookmire 
July 22. ‘Recession in business activity 
is under way. The second half of the 
year is likely to witness a lower rate than 
the first half.” 
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August12. ‘“‘These two factors ... in- 
dicate that business during the third 
quarter will be maintained substantially 
at the level of the second quarter.” 
Sept.9. ‘All things considered, it seems 
reasonable to anticipate a quite large and 
even record-breaking autumn and holi- 
day trade.” 
National City Bank 


July. “A seasonal recession is looked 
for in the summer.” 

August. “There will be no mid-summer 
recession. Confidence and optimism in 
the business outlook prevail.” 


This last sentence brings the series 
of quotations to a focus. Although 
there were very good reasons, economi- 
cally, for believing that the decline had 
started earlier in the year, the pre- 
vailing sentiment was one of optimism, 
and it was followed by a continuing up- 
swing of business. Evidently the fore- 
casters themselves became somewhat 
imbued with the same sentiment and 
qualified their forecasts accordingly. 

Although the events of the summer 
of 1931 are even yet too close for true 


perspective, there is reason to believe . 


that a similar unpredicted wave of 
sentiment was generated, but in the 
opposite direction. The approaching 
financial difficulties of the German 
Government, in the early summer, 
were perhaps as well recognized by 
American (and particularly New York) 
bankers as by any other group. Un- 
certainty as to the possible effects 
of foreign fiscal difficulties on domes- 
tic business caused the _ banking 
community to adopt a very conserva- 
tive attitude and to begin quietly 
to draw in their resources and increase 
their cash position. This action even- 
tually spread over the financial world 
generally and inevitably had its effect 
on the contiguous business world; con- 
servatism, especially in regard to the 
situation of banks, was gradually com- 
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municated to the investing and de. 
positing public itself. The pressyr 
on stock prices from rapid liquidatio, 
of foreign-held securities coincided with 
this beginning of a realization on the 
part of the public that their deposited 
funds might not be safe. The resy}; 
was a flash of fright, first at home 
and later abroad, that the Americay 
banking situation was not fundamep. 
tally sound. 

This raid on bank deposits, followed 
by a drop of business activity to a new 
all-time low came in spite of the fact 
that forecasting services had beep 
powerfully impressed by the “unusual 
soundness of our banking situation.” 
Again, it is probable that the opinions 
of the forecasting services were in some 
degree correct, and that, had it not 
been for the development of such 
extreme pessimism, the banking situa- 
tion would not have reached such a 
climax, with its resulting immediate 
effect on business and on the banking 
structure itself. 

This same intangible factor is of 
considerable importance in connection 
with political difficulties in the Far 
East and in League and Disarmament 
Conferences at Geneva. Again, fore- 
casting services have been faced with 
the necessity of judging the outcome 
of such difficult situations and their 
effect on business activity, in this 
country, either directly or through a 
change in the trend of sentiment. The 
unexpected news leak which forced such 
a sudden and dramatic announcement 
of the Hoover Moratorium last summer 
is another indication of the effect which 
totally unpredictable events may have 
on world policies and sentiment during 
periods of international strain. 

Quite aside from the question as to 
whether these drifts of confidence ané 
pessimism can be forecasted, the ‘act 
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include the European situation.” (Sept., 


1931) 
Guaranty Trust Co.: “‘Marked recovery 


must await return of confidence in con- 
ditions abroad.” (Sept. 28, 1931) 

Harvard: “Until there is a clearer pros- 
pect of restoration of financial stability 
in Europe, business recovery will remain 


difficult both here and abroad.” (Dec. 
5, 1931) 


Summary of Forecasting Factors; Are 
They Permanent or Temporary? 


Three general factors, contributing to 
the recent unsatisfactory record of 
forecasting agencies, may now be enu- 
merated: 

1. Failure to evaluate correctly the 


effect of interest rates on business 
activity. 
2. Inability to forecast, or failure to 


evaluate properly, unwarranted confi- 
dence or pessimism in the business and 
banking community, with its resulting 
effect on the subsequent course of 
business. 

3. Inability to forecast, or failure to 
evaluate properly, the effect of foreign 
financial and political affairs on domes- 
tic business. 

Many other factors, such as the 
failure to recognize the existence of 
large world inventories and the inherent 
danger in large-scale price fixing of 
basic commodities, are effective, but 
the three here outlined are believed to 
be the fundamental factors. 

The use of interest rates as an 
indicator of business activity, with the 
attendant possibility of error when 
other and stronger factors intervene, 
will probably not be so widespread. 
Although there is a logical relation 
between the two, it has been effectively 
demonstrated that the relation is not 
so strong or so certain as was formerly 
believed. To the extent that this 
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uncertainty is recognized and less reli- 
ance is placed on the indication of 
credit rates, forecasts in the near future 
are likely to be less inaccurate. This 
reflects adversely on the use of “‘mech- 
anical” series, for forecasting, which 
are based either wholly or in part 
on the supposed degree of relation 
between credit conditions and business 
expansion or contraction. It is no- 
table that several forecasters frankly 
admitted, during the latter half of 
1931, that statistical factors were sec- 
ondary in importance to the more 
intangible influences. 

The inability to predict the status 
and effect of public and banking senti- 
ment appears to be a permanent diffi- 
culty of forecasting. Moreover, the 
chance that a given forecast may be 
invalidated somewhat during the im- 
mediate future by the strength of 
sentiment in the business and financial 
world is as great as, if not greater than, 
during the past two years. During 
nearly normal times the _ balancing 
of important economic factors is more 
nearly automatic and not so subject 
to the vagaries of public fancy and 
opinions, except in the aggregate, which 
is a slow moving force. However, 
during periods of financial and indus- 
trial strain, with a state of anxiety 
prevailing, both leaders and followers 
are uniformly in doubt. It is during 
this kind of tense atmosphere that a 
few rumors or significant events can 
stampede sentiment in either direction 
for the time being, regardless of the 
portent of underlying economic con- 
ditions. Thus, during the immediate 
future, forecasting accuracy will prob- 
ably continue to be subject to this 
important and nearly unpredictable 
characteristic. 

The effect of the failure to evaluate 
properly the relation of foreign affairs 
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to domestic business is likely to con. 
tinue as long as international Strain 
remains at near-crisis pitch. There are 
indications of the greater willingness oj 
forecasting services to give weight to 
significant events in other countries 
but the mounting feelings of “nation. 
alism” and threats of new internationa| 
difficulties in the Far East have jp. 
creased the forecasters’ problems cop. 
siderably. It is not likely that any 
considerable degree of skill can be 
quickly acquired in judging the trend 
and effects of international relations, 
The art of forecasting as a profession 
is little more than fifteen years old and 
has made only a beginning in orienting 
itself within the relatively small con- 
fines of a single country. When sud- 
denly faced with the necessity of 
enlarging its vision and broadening its 
scope to include the entire business 
and political world, naturally some 
indecision is evident, and errors are 
bound to be made. The significant 
fact is that the need for “international 
mindedness” in business forecasting 
has been demonstrated and that a 
start is being made. 

So far as the accuracy of forecasts 
in the near future is concerned, it 
appears likely that these difficulties 
remain almost as great as in the immed- 
iate past, with a continuing effect on 
the accuracy of forecasts. On the 
other hand, there is some consolation 
in the fact that many valuable lessons 
have been learned by the forecasting 
profession during the hectic days since 
October, 1929. Their reliability should 
increase perceptibly when (but only 
when) the present international! finan- 
cial and political tension subsides. 
Without doubt the profession’s horizon 
has been broadened, its methods have 
become less mechanized, and—its sub- 
scribers have become more critical. 
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ECONOMIC PLANNING VERSUS ECONOMIC 
SANCTION 


S. GULLET 


Economic pressure has had a long 
history in international relations, both 
in times of peace and during war-time. 
Sieges and blockades are as old as war- 
fare itself. In peace, economic sanc- 
tions have usually taken the form of 
tariffs, retaliations and/or reprisals in- 
stituted by a strong state against a 
weaker one to justify some real or 
pretended right. But the application 
of economic pressure on an interna- 
tional scale, as now considered, is 
without precedent. Hence it is that 
we look about for some world experience 
offering an opportunity to study these 
measures as used prior to 1919, when 
the subject was crystallized through the 
Covenant of the League of Nations. 

Perhaps no better subject for re- 
view could be found than that of Ger- 
many during the World War. First, 
Germany at that time had probably 
reached a higher degree of economic 
planning® on a large scale than any 
other nation. And, second, no other 
nation has ever been called upon to 
resist the amount of economic pressure‘ 
that was applied by Great Britain and 
her Allies. 


Germany’s Economic Position in 1914 


In Germany at the outset of the War 
there was a period, lasting more than 





“Procurement Activities of the German Army, 
prior to and during the World War,” by Capt. Walter 
Warlimont of the Imperial German Army—Paper 
read before the Army Industrial College, course 
1929-30. 

4 Triumph of the Unarmed Forces, 1914-1918, by 
Rear Admiral M. W. W. P. Consett. 
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six months, of confusion in the trade, 
industrial and economic life of the 
country. 

As the War progressed, it became 
strikingly apparent that, although the 
German Army and German finance 
were well prepared for attack, economic 
and military, Germany was not pre- 
pared for defense® over a long period. 
The supplies upon which she depended 
for feeding, clothing and munitioning 
her armies, and for supporting her 
civil population, had to come for the 
most part from overseas. The four 
years’ war was a struggle for the 
mastery of these supplies.® 

It must be recalled that the War 
broke out early in August, before 
Germany was able to import any of 
the 1914 agricultural products. When 
Britain cut the German overseas sup- 
plies, the problem’ that faced the 
German people was not one of absolute 
starvation, but rather that of returning 
to a scale of living that had been out- 
grown, but which was nevertheless 
sufficient for actual physical needs. 

The production of industrial raw 
materials in interior Germany at that 
time made the country self-supporting 
only in coal and potash. The produc- 
tion, however, of other raw materials 
of prime importance for war supply, 
such as iron, manganese, copper ore, 
oil, saltpeter, rubber and cotton, was 
either non-existing or too small to 
cover even the peace-time require- 
ments. These strategic raw materials, 
as far as they had to be imported, came 
from countries whose political pre-war 
attitude or geographical situation over- 
seas made it improbable that a con- 
tinuing trade was to be expected in 





5 My War Memories, by General Ludendorff of the 
German Imperial Army. 
® Economic Aspects of the War, by Edwin J. Clapp. 
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war-time. The indispensable iron ore 
was, however, a valuable eXception 
since it was imported from Sweden 
by way of the Baltic Sea, which wa 
controlled by the German Navy. 

The Scandinavian countries had |ony 
formed bases of supplies for Germany. 
Denmark is in direct territorial com. 
munication with Germany; and, 3). 
though Sweden is cut off from Dep. 
mark by a narrow strip of water 
communication is maintained by train- 
ferry services, these virtually complet- 
ing the direct communication between 
Germany and the three Scandinavian 
States. 

Holland and Switzerland by virtue 
of their geographic locations had 4 
long-established trade with Germany, 
supplying her chiefly with foodstuffs 
in exchange for coal, iron and steel 
products. The balance of trade which 
had favored these two countries was 
later turned to advantage by Germary:' 

The economic advantages accruing to 
Germany through these five neutrals, 
who carried on an increasingly pro- 
gressive trade with the United States, 
formed a definite part of Germany’s 
economic planning, her strategy and 
diplomacy at the time. 


The Blockade and Its Difficulties 


In the beginning England followed a 
two-sided policy of controlling her 
trade to strengthen herself and of 
weakening her enemies by adopting 
measures of blockade. She realized 
that the ideal policy was to keep all 
commodities, particularly foodstutts, 
out of Germany. In order to accom- 
plish this, two courses were opel: 
first, the stoppage of all direct trace 
with Germany, and second, interruption 
of that part of neutral trade which 





8 Triumph of the Unarmed Forces, 1914-1913, by 
Consett. 
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became more and more difficult, there 
developed a smuggling trade of large 
proportions. Breadstuffs and _ provi- 
sions moved into Germany from the 
United States!! by way of Scandinavia 
and other adjacent neutrals. But the 
largest part of this smuggling trade was 
from Roumania and Russia. Rou- 
mania is normally a heavy exporter 
of grain. In the fall of 1914, both 
Austria and Germany had wheat defi- 
cits and were paying high prices for 
imported wheat.!? The Dardanelles 
were closed—what could Roumania 
do with her grain but sell it to the 
Teutonic allies? She sold, and having 
marketed her own grain, turned dealer 
for Russia. The Russian Government 
must have winked at this trade. It 
was Roumania’s only means of per- 
mitting her grain dealers to make 
money, which then could be taken from 
them in the form of taxes to finance her 
part of the War. 

Germany supplemented this smug- 
gling trade by developing substitutes 
for those materials which she did not 
have as raw materials and the supply 
of which proved inadequate. Syn- 
thetic nitrate produced through the 
Haber-Bosch process of fixating atmos- 
pheric nitrogen is an outstanding exam- 
ple of German resourcefulness. 


Diplomacy and Finance 


Germany utilized diplomatic as well 
as economic measures in obtaining es- 
sential supplies. She concluded agree- 
ments with Switzerland, Holland and 
Denmark, whereby food and provisions 
were supplied in exchange for coal, 
iron, steel and the like; and with Nor- 
way and Sweden for mineral supplies 
which she attempted to pay for with 
manufactured goods. In accordance 





11 Report of the War Cabinet (British), 1914-1917. 
12 Consett, op. cit., (footnote 4). 
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with well-laid plans, trade balances 
were settled by money payments, a 
practice which increased as her exports 
were restricted. 

These payments were not made in 
gold, but instead German Government 
bonds were deposited with several 
banks in neutral countries. These 
banks then opened credits for the Ger- 
mans for an amount equal to a certain 
proportion of the face value of the 
bonds on deposit. Since merchants 
and shipowners in these neutral coun- 
tries were making large profits from 
their dealings with the Entente Powers, 
all of which were on a gold basis, there 
was a great influx of gold into Scandi- 
navia and Holland, not from Germany, 
but from the Allies and particularly 
from Great Britain. The Scandinavian 
and Dutch banks, finding themselves 
with large liquid assets, were therefore 
able to open credits for Germany." 

England made no concerted effort 
to establish control over the activities 
of neutral banks until 1918, and as 
late as 1918 Germany succeeded in 
floating a loan in Norway. 

The blockade, which was the chief in- 
strument used in attempting to weaken 
Germany economically, was thus only 
partially successful. Opinions differ 
as to the measures that might have been 
adopted by England and her allies 
to force the economic collapse of the 
Central Powers. However, all are 
agreed that three distinct advantages! 
were held by them; namely, sea su- 
premacy, financial dominance and fuel 
power, not one of which was utilized 
to the extent of its possibilities. What 
the results of proper utilization of 
these advantages would have been, 
no one is prepared to state. Had 


13 Consett, ibid. 
“ Consett, ibid. 
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American’ neutrality been maintained 
it is quite possible that Germany’; 
industrial planning would have ty. 
umphed over the Allies’ economic 
pressure. 

Two outstanding lessons are mani. 
fest in any cursory review of the 
economics of the World War: first 
that even Germany with her wealth 
and high degree of industrial develop. 
ment was unable to plan sufficiently 
to provide economic independence— 
she was compelled to import in order 
to survive; second, that even a nation 
with the sea power and wealth of 
Great Britain could not effectively 
impose economic restrictions with 
sufficient force to end armed conflict— 
she needed the full cooperation of 
otherleading nations. With these facts 
before us, what conclusions can be 
drawn? 

We seem to come back to our starting 
point; namely, that if our planning 
can be so improved as to provide 
national economic independence, then 
economic sanctions will be ineffective. 

Bearing in mind the experience of 
Germany and the lessons learned from 
such a study, it seems timely to inquire 
into the possibilities of economic sanc- 
tions and their application under condi- 
tions existing today, and with especial 
reference to the Sino-Japanese situa- 
tion. In the discussion, it is assumed 
that it will become necessary to take 
international action to restrain Japan’s 
activities in Manchuria and China. 


Aspects of Economic Sanctions 


As pointed out earlier, economic 
sanctions were first provided for on 
an international scale by the Covenant 
of the League of Nations. However, 
up to the present time, the League has 





1% American Reinforcement in the World War, dy 
Frothingham. 
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been called upon to demonstrate bers of the League would subscribe to 


Ntained i 
rene’, ee ity to put them into effect. this extreme measure from the begin- 
Ve tri. . It must be recalled that the United ning—a compromise would probably 
conomic St: wey and Soviet Russia are be made. This would mean noninter- 
sor members of the League of Nations. course with limitations. 
> mani. a. anes important consideration, The methods employed to effect 
Of the for the United States has the largest economic sanctions would probably 
first, ) ey market in the world. Hence a group themselves into three classes; 
Wealth aration of neutrality on their part namely, the control of credit, embargo 
velop. would be a decided blow to the League, on the shipment of arms and munitions, 
ciently should it invoke economic sanctions. and the control of raw materials. An 
ence— However, these nonmembers are signa- appraisal of the effectiveness of each 
| Order vores to the Kellogg Pact. Thus their measure, taken up in the order named, 
nation neutral status is in doubt, fora member will afford some appreciation of the 
Ith of ‘the League that breaks the Covenant limitations involved. 
‘tively by going to war also violates the 
with Kellogg Pact. The United Statescould (Control of Credit and Embargo on Ship- 
fict— hardly insist on the right of a neutral ment of Arms 
mn of trade with a belligerent that is 
fact violating an instrument (the Kellogg The tactics employed in controlling 
n be Pact) of its own creation. credit will depend upon the extent to 
America’s participation in any wide which the commerce of the belligerent 
rting pplication of sanctions would require is to be curtailed. If all shipments 
ining e approval of Congress. What the from the country are to be denied as 
Wide attitude of this body would be cannot well as shipments into the boundaries of 
then be predicted. It will be remembered, such belligerent, it is quite conceivable 
ive, wever, that the Capper and other that something more than economic 
e of resolutions before Congress are de- pressure will be necessary. Probably 
rom signed to provide for the use of economic one of the first steps would be the 
uire pressure by this country. Moreover, stoppage of purchases of supplies, ex- 
anc- he Chamber of Commerce of the cept by specie payments, in all neutral 
ndi- United States has gone on record in markets. If the country were strong 
cial avorofthisprinciple. Intheserespects financially and had established good 
ua- the way has been paved for an early lines of credit, however, this plan would 
ned naan, when and if such a decision is not be especially effective. 
ake manded. In all probability any international 
n's fi it is assumed that an international action of this character would serve to 
plan for nonintercourse is adopted and _ stimulate feelings of nationalism, and 
t ey effect, the methods employed in the case of Japan the people would 
| and the extent of success will probably throw their gold to the support of the 
IC depend upon the degree of isolation that Government, as was done in this 
os is propos sed for the belligerent. Under country and France during the World 
nt Article 16 of the Covenant of the War. It would seem apparent, there- 
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In order to conduct military opera- 
tions, it is necessary that arms and 
munitions be available. Undoubtedly, 
an embargo on the shipment of such 
materials would be instituted. In the 
United States there is a precedent for 
such action, for in several instances 
this Government has prevented the 
shipments of arms and munitions to 
Latin American belligerents.’® Fur- 
ther, the Capper resolution, which was 
recently submitted to Congress but 
which has not been acted on, provides 
among other things “that it be declared 

nlawful to ship arms, munitions and 
implements of war to a nation or 
nations breaking the peace.” 

At the present time there are only 
twelve” nations which manufacture 
war materials in amounts worth con- 
sidering. With the exception of Russia, 
these nations could, perhaps, be brought 
together for the adoption of a common 
program to prevent such shipments. 

It must be remembered, however, 
that most wars are begun with supplies 
on hand: Germany during the late 
War conducted her operations until 
December, 1914, on munitions that had 
been stored up. 

Obviously, the early effectiveness 
of an embargo on the shipment of 
arms will depend upon the accumula- 
tion of these stocks. To what extent 
this has been done by Japan is not 
known. One thing is known—Japan is 
highly industrialized and is prepared 
to produce such war supplies as she 
may need if raw materials are at hand 
or can be easily obtained. In addition 
to the control of credit and the embar- 
goes as discussed, it would be necessary, 
if her military operations were to be 





16 Mexico in 1916 and Nicaragua today are examples. 

" Great Britain, France, Italy, Belgium, Germany, 
Czecho-Slovakia, Poland, Sweden, Spain, Japan, 
the United States and Soviet Russia. 

% Warlimont, op. cit., (footnote 3). 
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rendered ineffective, to choke of the 
supply of raw materials. 


Control of Raw Materials; Complete 
Nonintercourse 


Raw materials are important only iy 
the event that the duration of war js of 
some length. Although war does tes: 
on a basis of raw materials, there are 
other important considerations, | 
state of war presupposes that a natiop 
has established its metallurgical, chem. 
ical and machine-manufacturing indus. 
tries and has assured itself of ample 
supplies of coal, oil, iron ore and food, 
Very few nations possess all these 
things. With Germany it was not the 
lack of materials, for she managed to 
get these or develop substitutes, but the 
absence of food that lost her the war.” 

In connection with the question of 
food, it will be remembered that Mr. 
Hoover in his speech of November 11, 
1929, advocated that food ships here- 
after be placed on the same footing as 
hospital ships. Recently there have 
been criticisms of this position on the 
ground that continued supplies of food- 
stuffs would serve only to prolong a 
war. Right or wrong, we may expect 
that in any future conflict foodstuffs 
will be regarded in the light of our 
recent war experience. At that time 
almost all supplies, including food, were 
declared contraband. 

The control of raw-material supplies 
would be very difficult. Not only 
political sovereignty, but ownership o! 
deposits, and the degree to which 
foreign owners can control the dispos'- 
tion of the products during times ©! 
stress, must be considered. With an 
ample supply of tramp steamers, | 
may be expected that shipments can 
and will be diverted, notwithstanding 
solemn pledges that materials are no! 


19 Warlimont, tbid. 
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| for the belligerent. The 


mygoling and bootlegging of supplies 
syid be very likely to occur as they 
the World War. 

Assuming that no military operations 
were used to prevent shipments from 
aching Japan, it is only logical to 
anpose that she could and would 
maintain communications with those 

antries which offer these raw materi- 
als in sufficient amounts to insure the 
-ontinuance of her military activities. 
If her military arms were to be para- 
it would be imperative that 
| supplies be denied her. Obviously, 
then, nonintercourse would have to 
be carried beyond the realm of raw 
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materials. 

lhe effects of economic sanctions on 
industry and trade in the neutral 
countries would be an important factor 
in determining the extent of coopera- 
tion that might reasonably be expected. 
While Article 16 of the League Cove- 
nant pledges the signatory states to 
assist one another in minimizing the 
harmful consequences of the blockade, 
still the suffering, after all, would fall 
on the individual citizens and could 
be made to seem just to the people only 
if they were in accord with national 


r 


Difficulties of Enforcement 


As stated earlier, the success of a 
policy of economic sanctions will de- 
pend upon the degree of cooperation 
obtained. It may be questioned 
whether the members of the League 
of any other body can reach the 
degree of unanimity necessary to put 
such a plan into effect. Experience 
has taught that neutral nations, even 
though they have promised not to do so, 
wul violate the rules of blockade in the 
of monetary gain. 
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Another difficulty is the position of 
weaker nations, who might be intimi- 
dated by the constant threat of armed 
forces and would thus be compelled to 
furnish assistance, even though disin- 
clined to do so. 

The nations depending upon supplies 
from the one blockaded would suffer 
most from a blockade. If a blockade 
were continued for a considerable pe- 
riod, the old industries of the dependent 
country would perish and new indus- 
tries would arise to supply substitutes. 
However, the nations of the Western 
Hemisphere are not dependent upon 
supplies from Japan, with the possible 
exception of raw silk. The countries 
of Asia are probably the ones which 
would suffer most through the dis- 
continuance of Japan’s exports. This 
would probably result in Jarger exports 
from Europe and the United States 
to offset the loss of Japanese goods. 
To the extent that such foreign trade is 
increased, the latter nations would 
profit from a blockade of Japan. 

In short, the methods employed to 
invoke economic sanctions, and their 
effectiveness, will depend upon the 
ability of Japan to combat these forces, 
which in turn will naturally depend 
upon the strength of Japan’s economic 


position. 
Japan’s Economic Position 


Japan,” with an area of 148,756square 
miles, and a population of 60,000,000, 
which moreover increases at the rate 
of goo,000 a year, depends upon outside 
sources of supply, notwithstanding the 
intensive cultivation of all available 
land. The industrialization of Japan, 
which is very poor in industrial raw 


20 Adapted from Japan’s Economic Position, by 
John E. Orchard, by special permission of the pub- 
lishers, McGraw-Hill Book Company, Inc., New York 


City. 
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materials, has made her even more 
dependent, and a long list of industrial 
products, including petroleum, iron, 
coal, rubber, cotton, and wool, must be 
imported to keep her factories going. 
In her search for dependable sources of 
supply, Japan has reached out into 
Korea and Manchuria. 

Japan faces a difficult problem, for 
imports must be paid for with exports, 
and during the thirty-five years since 
1895 there have been only six years 
during which Japan has had any favor- 
able balance of trade. If we consider 
that almost 90% of the iron ore and 
one-half the pig iron used in Japan 
must be imported, and that the situa- 
tion with regard to the other products 
on the import list is similar, and more- 
over, that many of these products are 
of strategic importance, the interest 
of Japan in political control of territory 
on the Asiatic mainland, rich in the 
resources which Japan lacks, can easily 
be understood. 

Japan’s position may be seen clearly 
from the fact that 70% of her imports 
are raw materials or semimanufactured 
goods, and that of the remaining 30%, 
one-half are foodstuffs. Little in the 
way of food is available for export, 
and she imports two and one-half times 
as much of these commodities as she 
sells abroad. 

The exports of Japan go largely 
to Asia, which absorbs 68%. China 
takes first place among the Asiatic mar- 
kets and absorbs 43% of Japanese ex- 
ports. In proportion to the Asiatic 
trade, therefore, Japan’s trade rela- 
tions with the rest of the world become 
relatively unimportant, although for 
certain specific items Japan may de- 
pend almost wholly upon non-Asiatic 
markets. Raw silk is one of these 
items, most of which goes to the United 
States. This was frankly admitted 
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by Baron Makino, who in 191 5, when 
Minister of Agriculture and Com 


merce 
remarked: : 


China has people, and population ; 
what makes trade. No ler saan i 
the world has so vast a field for trade 
Trade with people of lower social standards 
is always more easy and profitable __ 
Today the mind of Japanis all toward Chin, 
as the commercial hope of the future __ 
Now is the time to explore China. _ 
Should we lose China as a customer, jt 
would mean the ruin of our commercial 
prospects. 


This statement, though made sixteen 
years ago, may be applied with the 
same force and logic today; in fact, 
it continues to be the doctrine in the 
economic planning of the nation. 

Japan’s commercial interest and her 
desire for strategic safety are therefore 
in direct conflict. The occupation of 
Korea in response to supposed military 
necessity, and her long-continued at- 
tempt to gain control over Manchurian 
resources, have given her a certain 
degree of political control, but have 
harmed her trade relations with China 
by stirring up antagonism among her 
customers. 

China has a _ powerful economic 
weapon in the boycott against Japanese 
goods. This national action, however, 
does not fall within the scope of the 
present discussion, which deals only 
with the international enforcement ot 
economic sanctions. 


The League, Japan, and Sanctions 


In view of Japan’s economic position, 
in contrast to that of Germany, one \s 
inclined to conclude that she is par- 
ticularly vulnerable to all outside in- 
fluences and that she would soon be 
forced to capitulate in favor of any 
group of nations that decided to invoke 
economic sanctions. But one must 


—-88 ej 





not lo 
as Ja 
muni 
in Ma 
the n 
Emp! 
other 
porti 
low 


“ 


press 
ports 
and { 
ence. 
prev 
sities 
seem 
the 
econ 
abill 
tary 
effec 
the 
fact 
by 
leac 
exa 
oth 
the 
net 
fur 
san 
by 
wh 
WI 
we 
ing 
us 
th 
Wi 


(91 5 When 
Ommerce 


Pulation is 
trade 


standards 
itable | 
ward Chias 
uture . . 
China . . 
istomer, jt 
ommercia| 


€ sixteen 
with the 
in fact, 
le in the 
yn. 
and her 
herefore 
ation of 
military 
ued at- 
churian 
certain 
t have 
China 
ng her 


nomic 
Danese 
weVEr, 
of the 

only 
nt of 


ns 


ition; 
ne is 
par- 
> in 
1 be 
any 
roke 


lust 





ECONOMIC PLANNING VERSUS ECONOMIC SANCTION 365 


not lose sight of the fact that, as long 
s Japan maintains her lines of com- 
nication reaching from Tsitsihar 

in Mee -huria through Korea and across 
the narrow strip of water to the Island 
Empi re, she may be able to produce or 
herwise obtain a large enough pro- 
sortion of the necessary supplies to 
“low her to disregard international 
pressure. From Manchuria and other 
ey of China come many minerals 
and foodstuffs essential to Japan’s exist- 
ence. Nothing save armed force can 
prevent her from obtaining these neces- 
ities from those sources. It would 
seem, therefore, that in the last analysis 
the successful enforcement of purely 
eco nomic pressure depends upon the 
ability of the nations to take such mili- 
tary action as will make the pressure 
effective to the full extent. Probably 
the League has long recognized this 
fact. But economic sanctions enforced 
by military methods would inevitably 
lead to armed conflict. Suppose, for 
example, that the United States or any 
other country should stand aloof from 
the League and demand the rights of a 
neutral to trade with Japan. Suppose 
further that the League had invoked 
sanctions which it was trying to enforce 
by the use of the League’s military arms 
which had been pooled for the purpose. 
What would be the result? Surely 
we know the history of similar happen- 
ings which ultimately served to involve 
us in the World War. Obviously, 
then, the League must do nothing that 
will in any way offer even the possi- 
bilities for the development of armed 
conflict. ‘To do so would violate the 
very principles upon which it was 


Te de 
founded, 


If economic sanctions afford no solu- 
tion to the Manchurian situation, what 
course of action is left to the League? 
Perhaps the most effective thing the 
League can do is to keep the talk 
going—continue to make it possible 
for the representatives of all interested 
nations to sit down together and discuss 
subjects sanely after the early heat has 
subsided. Time is an all-important 
element and, if delays can be effected 
and the talk continued, there is every 
hope for the adjustment of national 
differences. It is when national honor 
has been hurt, and no provision is made 
for international parley, that war ap- 
pears as the only immediate solution. 
Had there been such a thing as the 
League of Nations in 1914, the world 
might have been spared the experience 
of the four years that followed. 

In conclusion, it would appear that, 
while methods of economic planning 
have advanced and will continue to 
move forward, planning has ceased to 
be primarily national in its scope; it 
has rather become international in its 
aspects. It is because of this fact that 
economic sanctions to be really effec- 
tive in even a small way must have 
universal support. Conceivably, eco- 
nomic pressure applied by all nations 
against a belligerent might nullify its 
economic planning to a degree where it 
would accede to the demands made 
upon it. On the other hand, it is doubt- 
ful if the world could invoke sanctions 
against a major power and realize the 
full benefits of its potentialities without 
the use of armed forces. Economic 
sanction, therefore, becomes a threat, 
the greatest import of which is the 
moral force with which it is endowed. 
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THE PITFALLS OF PARTNERSHIP 
AGREEMENTS 


By HERMAN W. BEVIS 


/ | ‘WO English highwaymen, “skilled 
in dealing in several sorts of 
commodities,” formed an oral 

partnership about 1725. Provision was 

made for an equal division of the spoils. 

After several years one became dis- 

satisfied with the “conduct of the 

business.”” He haled the other into 
court.! It came out that the two 
parties had “dealt with several gentle- 
men for divers watches, rings, swords, 
canes, hats, cloaks, horses, bridles, 
saddles, and other things of value,” 
that “‘the defendant would not come 
to a fair account with the plaintiff 
touching and concerning the said part- 


nership,” and that the plaintiff was 
filing this Bill in Equity “for an 
account.”” Unfortunately, both the de- 


fendant and the plaintiff were hanged. 
We conclude that, at least as early as 
the first quarter of the eighteenth 
century, partners were having trouble 
with their partnership agreements. 

It is the purpose of this paper to 
discuss the most common oversights, 
omissions and ambiguities which are 
found in a great majority of those 
agreements binding individuals together 
in partnership enterprise. ‘The part- 
nership agreement is most important 
to a partnership. It is the only “‘con- 
stitution and by-laws” in an otherwise 
loosely knit form of organization. 
That the usual “articles of copartner- 
ship” is a carelessly considered, in- 
sufficiently drawn document is an 
outgrowth of the very terms upon 
which partners are associated. Part- 
nerships are usually composed of close 


19 Law Quarterly Review 197 (1893). 


friends or relatives. There is strong 
mutual trust. It is natural that they 
should consider the caution useless 
that “everything be clear and in writ. 
ing”; hence there is a tendency to 
rely on oral agreement rather than on 
written. Also, contributing to the 
usual lack of foresight in the initial 
agreement is the fact that dissolution, 
which is ordinarily prolific in disa- 
greements, is far from the minds of 
those just launching—most optimisti- 
cally—a new enterprise. Partners are 
reluctant to admit, in such cases, the 
possibility that death or misunder- 
standing may terminate the business. 
Yet even the closest of friends may 
misunderstand or disagree; common 
sense as well as good business suggests 
that a comprehensive, far-sighted part- 
nership agreement is the best insurance 
against such contingencies. Partner- 
ships, by their very nature, cannot last 
forever; and certainly the executor for 
the estate of a deceased cannot know, 
without some tangible evidence, what 
“in the mind” of the former part- 


was 
ner. A written agreement at the out- 
set, which involves a clear, frank, 


intelligent consideration of the problems 
most likely to be encountered in the 
course of the partnership’ life, is sure to 
prove the best policy in the long run. 
It is not intended in this paper 
to consider the law in relation to part- 
nerships and partnership agreements. 
Rather the discussion is addressed to 
the makers of the articles of copartner- 
ship—be they accountants, lawyers of 
the business partners themselves—u!g- 
ing that points usually the source ol 
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| action be made so clear that the 
‘tem, Not all the points, then, of 
» usual partnership agreement will be 
ed, but only those clauses which 
aye seemed the most troublesome in 
sht of past partnership experience. 
For convenience in treatment, the 
ises which make up the partnership 
-reement have been divided into three 
-oups: those concerning (1) the initia- 
n of the enterprise, (2) the business 
tion, and (3) dissolution. 
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‘oncerning the Initiation of the 
Enterprise 
Under this heading the agreement 
lly covers such topics as: (1) the 
e of beginning and end of the 
partnership; (2) the name and location 
the business; (3) the authority and 
roportion of active work allotted each 
ber; (4) the conditions under which 
partner’s interest may be sold and the 
rights of the assignees; (§) the nature 
{ the business; (6) various questions 
regarding the contribution of capital; 
7) the right of a partner to engage 
n outside enterprise. Significant con- 
roversies over the above points, with 
the exception of the last two, are 
rare enough that they need not be 
sed as “‘pitfalls.”” The latter two, 
wever, may bear attention. 

Capital: Capital Paid In.—One of the 
almost always found in the 
ticles of copartnership is that of 
pital. Yet it is surprising how often 

e topic is treated so loosely as to give 
rise to contention later. When the 
apital contributions of the partners 
re enumerated, it is, of course, impor- 
‘ant that al/ contributions be accounted 
ior. By the same reasoning, if prop- 

ty or rights of a partner are to be 

ed by the intended partnership but 
remain the property of the 


~ 


yn 
LLLS 
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partner, such should be stated. Other- 
wise, it may be found that these values 
are lumped with the assets of the 
partnership at dissolution. For ex- 
ample,” in consideration of a capital 
contribution, a restaurant owner took a 
partner into his business. ‘The part- 
nership was for a limited time only. 
The original operator considered the 
lease for the place of business his 
private property—loaned to the part- 
nership—and intended that it should 
remain his at the termination of the pro- 
posed enterprise. Such was not stated 
in the agreement, however, with the re- 
sult that—by court decree—the lease, a 
valuable one, had to be counted among 
the partnership’s assets at dissolution. 

Usually it is specified in the agree- 








ment that each partner’s capital 
account shall receive credit for his 
contribution. Occasionally, however, 


it is intended that unequal contributors 
of tangible assets shall be equal owners 
therein. A member’s small investment 
of physical assets may, for example, be 
offset by his experience or reputation. 
If such is the case, not only should the 
agreement recognize the fact by a clear 
statement of the mutual understanding, 
but the books of account should be in 
line by reflecting an equal credit to the 
capital of all partners. 

Queer situations may arise if the 
partners “‘forget”’ to list their capital 
contributions. One oral partnership 
was formed to buy and sell cattle. 
Two banks did the financing—without 
interest. ‘‘A”’ drew checks from his 
bank to purchase cattle, at the same 
time depositing “‘B’s”’ checks for the 
same amount on a bank several 
hundred miles away. ‘They rushed the 
proceeds from the sale of the cattle to 





2 From Deutschmann v. Dwyer et al., 127 N. W. 936. 
3 From Farmers Savings Bank v. American Trust Co., 


196 S. W. 35. 
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**B’s” bank in time to cover his checks. 
““B’s” bank discovered the ruse and 
stopped payment on one check just 
at a time when “B” overdrew his 
account. Thus, “A” was overdrawn 
and so was “B.” ‘“B” gave the actual 
cattle to his bank to secure the deficit, 
while at the same time—hundreds of 
miles away—‘A” gave a chattel mort- 
gage on the same cattle. Question 
before the court: Who contributed this 
capital? 

Capital: Changes in Partners’ Capital. 
Often, rights of a partner are in propor- 
tion to his capital in the business, the 
most common being the right to share 
in the profits. Such uses of the capital 
accounts as a basis for other agree- 
ments emphasize the importance of 
delineating “‘what is capital” with such 
precision that at no time can uncer- 
tainty arise. A partner’s capital at 
any one time will be the initial contribu- 
tion plus or minus any subsequent 
changes. We have discussed the origi- 
nal contribution; let us examine the 
possible changes. 

The partners’ capital is never changed 
except by express agreement. If 
changes in capital are never mentioned, 
either in the agreement or orally, 
the original contributions will remain 
the capital. Changes seem to be the 
common practice, however, for the capi- 
tal needs of an enterprise are rarely 
static. Changes may come about in 
two ways: (1) by direct contributions 
or withdrawals of what is agreed among 
the partners to be capital cash; (2) 
by closing the partners’ drawing ac- 
counts, undrawn-profits accounts, or 
other personal accounts into capital 
at periodic intervals as per agreement. 
A typical agreement cares for this item 
in the following manner: 


At the end of the calendar year any 
salaries or profits remaining undrawn shall 
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be closed into the partner’s ca ital 

a 
The new amount shall be the aaeeat 
capital for the forthcoming year, to be 
changed only by consent of all Partners, 


The significant fact, then, which man} 
fests itself in framing clauses regarding 
capital changes, is that there shall je 
no change unless expressly stated. 
Though a partner may have many time; 
his capital to his credit in other ace 
counts, and though he may thin} 
of these amounts—because of their 
permanent nature or for other reasons— 
as capital, he is under illusions unless 
his ideas are supported by the agree. 
ment or other mutual understanding. 

Capital clauses in partnership agree. 
ments become particularly significant 
where the assets are of a depleting 
nature—if profits are intended to be 
shared in proportions different from 
the percentage of capital contributions, 
For the assets will be divided one way 
if paid out as profits, and will be 
divided in another way if a depletion 
reserve preserves their value as capital 
until dissolution. For example, two 
men invested equally in lands for the 
purpose of marketing the turpentine 
derived therefrom.* Though it was 
agreed that profits should be shared 
one-fourth to one and _ three-fourths 
to the other, it was not determined 
whether revenue should bear an expense 
charge for the depletion of the capital 
experienced in gaining that revenue. 
The problem was complicated by the 
fact that the efficacy of a reserve de- 
pends upon the nature of the business. 
A definite solution to this problem in 
the agreement would have obviated 
any misunderstanding. 

Advances by Partners.—A partner 
was forced, in one business, due to 4 
shortage of cash to meet current €s- 
penses and liabilities, to lend additional 

‘From Buie et ux. v. Kennedy et al., 80 S. E. 445: 
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ney or see the partnership forced 
‘advantageously into receivership. 
,artnership agreement made no 
on for the status of such loans. 
» afterward, the business went 
dissolution and had to be liqui- 
| at a loss. ‘The question arose 
the loan should be lumped 
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ny time “ith the partners’ other balances, to 
ther bear its pro rata share of the liquidating 
y thin loss. or Whether it was a claim preferred 
OF their 


; between partners, to be paid from 
the first cash realized. Seemingly, jus- 
tice would say the latter; yet in the 
bsence of specific agreement on the 
such cannot be the case. The 
ticles of copartnership may well bear 
, clause on loans of this type. As an 
added precaution, each loan should 
be executed by a legal instrument as 
a clear indication of its position. 
Partner in Outside Enterprise.—Not 
infrequently partners engage in busi- 
nesses Outside the partnership; some- 
times they devote their whole time 
such outside activities. Often, too, 
partnership funds are invested in such 
mpani It is always well in such 
cases to make very clear, either in the 
original agreement or in supplementary 
s and on the books of the com- 
pany, just who is making the outside 
investment. A case to come before 
the courts bears out this point. A 
partner invested some cash from the 
irm in another business. He, con- 
ing it his personal investment, 
ered it on the books as a personal 
withdrawal. Later the investment was 
onverted at a large profit. The other 
partners, under the impression that 
‘he firm had made the investment, 
asked lor an accounting. Legal action 
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| Such episodes as the foregoing are 
tive of the importance of plac- 


7 
La 


reacy et al. 


v. Powers et al., 127 N. W. 936. 
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ing all “understandings” in writing. 


The confusion of minds regarding this 
item was apparent to one examining the 
company’s books, yet it is a lamentable 
fact that many partners never see 
those records. Certainly, situations 
like this are extraordinary enough to 
be the object of an express—preferably 
written—agreement. 


Concerning the Business in 
Operation 


Clauses in agreements covering part- 
nership operations are as varied as 
are the partnerships themselves. Yet 
there are four points which are practi- 
cally always dealt with; namely, salaries, 
interest on capital, interest on other 
partner balances, and the sharing of 
profits. For harmonious working rela- 
tions these, especially the last-named, 
should receive complete treatment in 
the agreement. 

Salaries. —‘‘Each partner shall be 
entitled to withdraw $500 per month 
... ” Phrases like the foregoing ap- 
pear too often in the articles of copart- 
nership. Is the intention merely that 
such sums “withdrawn” shall repre- 
sent a portion of profits taken out 
prior to actual determination; or is it 
meant that the withdrawals shall be 
charged against the revenue of the 
business as a salary expense? Part- 
ners are not allowed salaries by law 
unless so agreed among themselves. 
The common practice, however, seems 
to be to allow them. ‘Therefore, this 
point should be made definite in the 
agreement, or the intentions in mind 
at the partnership’s beginning may 
not be carried out. 

The agreement, then, to be clear, 
must cover two points with regard 
to salaries: first, whether (and which) 
partners will receive a periodic credit 
to their drawing account; and second, 
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whether such credits shall be considered 
an expense charge to operations or 
shall be deducted from the partners’ 
share of the total profits for the period. 

Interest on Capital.—lIf the partners 
feel that, because of unequal capital 
contributions or because it is desirable 
to encourage additions of capital to 
the enterprise, interest should be 
allowed on partners’ capital balances, 
the partnership agreement should state 
the fact and the method of ascertain- 
ing the amounts. Among the various 
popular methods for calculating such 
interest are those of (1) allowing a 
fixed rate on all balances, regardless 
of amount, and (2) allowing or charging 
interest according as capital accounts 
are, respectively, above or below a 
prescribed figure. Illustrating the lat- 
ter, one agreement states: “Interest 
shall be allowed at 5% on any excess 
above, or charged at 7% on any 
amount below, a partner’s specified 
amount of capital. These amounts 
shall be, in relation to total capital, 
‘A’ 6/6, ifs, i 87" 

Once the method of allowing interest 
on capital is determined (if interest is 
desirable at all), its disposition on the 
books of account must be specified. 
One practice treats it as a business 
expense, to be taken into account in 
ascertaining the net profits of the 
enterprise. Another method cares for 
such interest by direct charges and 
credits between partners, thus never 
influencing the profits figure. If the 
latter method is used, it must be 
expanded to show the basis upon which 
the charges or credits will be allocated 
to partners—that is, the percentage of 
amounts charged or credited as interest 
which each partner’s account will 
receive. 

Interest on Balances Other than Capt- 
tal.—Interest is allowed on temporary 
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partners’ accounts less usually than 
on capital. Sometimes, however, t 
encourage the leaving of cash in the 
business, the drawing and/or undrawp. 
profits accounts are allowed to dray 
interest. The method of calculation 
of, and the manner of accounting 
for, these items should be prescribed 
as particularly and as fully as in the 
case of interest on capital. 

The Sharing of Profits.—The agree. 
ment should designate the date upon 
which the books will close for calcula- 
tion of profits. 

Important, chiefly in framing clauses 
regarding the disposition of profits, 
is the precaution that all conceivable 
profits and losses be covered. A pecul- 
iar court case illustrates the dangerous 
defect of incomplete clauses in this 
respect. Profits were divisible one- 
third to “‘A” and two-thirds to “B”. 
““A” was to suffer losses up to his 
$15,000 capital plus any profits drawn 
and profits due. “B” was to suffer 
in like manner; his capital was around 
$5,000. When $32,000, much over 
the amount of losses cared for by 
these clauses, was lost, it became 4 
disputed question as to how to distribute 


the loss which was not provided 
for. The agreement did not go far 
enough. 


Sometimes individuals are allowed 
to participate in the profits of a business 
where the intention is that they shall 
share in a certain type of profits. An 
example of this is the so-called “ass0- 
ciate partner” who, without any capital 
investment, is allowed to share 1 
the profits from operations which he 
helped carry on. Yet there are often 
other types of profits than those aris 
ing from operations, as for instance, 
those arising from capital transactions. 
These may not have been affected by 


§ Schainman v. Sommer, 253 P. 783. 
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> suller 
around Dissolution is usually the most re- 
h over mote of ideas to those just launching 
for by nenterprise. For this reason, clauses 
“ame a regarding it are often carelessly drawn. 
tribute However, the fact that misunderstand- 
ovided ings at this stage are numerous argues 
go far agreement be very com- 
prehensive in dealing with dissolution. 
llowed The agreement should cover: (1) 
the disposition of the firm name; 

ie right of survivors to continue; 
the right of a withdrawing partner 
to compete; (4) provision and salary 
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position of the assets; and (10) good- 
will. The latter three phases of dis- 
solution have seemed the greatest 
stumbling blocks to a harmonious ter- 
mination of the enterprise. 

The Order of Inside Claims.—lIf the 
status of each of the partner’s book 
accounts is made clear, as was dis- 
cussed before, little question will arise 
as to the order of partners’ claims 
on the proceeds from liquidation of 
assets. ‘The preferred claims of a part- 
ner will be paid from the first cash 
realized above the outside claims." 

The Disposition of Assets.—If pre- 
ferred claims have been provided for 
and if the procedure for dividing every 
type of profit or loss—including that 
from liquidation—has been prescribed, 
the disposition of assets offers little 
trouble. The accounts (other than 
preferred) of each of the partners will 
be lumped. To these amounts will 
be applied the respective proportions 
of all profits and losses as determined 
in the “profit-sharing” clauses of the 
agreement. ‘The net balance of each 
partner’s account will represent his 
share of the assets. It represents, 
in essence, the return of capital after 
he has fulfilled all his contractual 
obligations regarding the sharing of 
profits or losses. 

Goodwill.—Goodwill is rarely taken 
into account in partnership proceedings 
except in three instances: (1) where 


7 Provided, of course, that the recipient’s other 
balances would not show a deficit if he should have to 
stand his share of the greatest possible loss from 
liquidation. For instance, a member held the firm’s 
note for $4,000. His other balances showed a credit 
of $10,000. At the time, all the assets had not been 
realized upon. If no more cash were forthcoming 
from the assets, this member’s share of the loss 
from liquidation would have been around $15,000. 
Obviously, the preferred claim would not be paid out, 
but would be held as a possible offsetting claim to the 
contingent deficit. 
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a new partner is admitted; (2) where 
a partner withdraws, leaving the busi- 
ness in operation; and (3) where the 
firm continues after the death of a part- 
ner, and settlement requires its calcula- 
tion. The very intangible nature of 
goodwill, often its problematical exist- 
ence, warns that some formula—of 
the most equitable nature possible— 
must be incorporated into the articles 
of copartnership to provide for its 
calculation when the occasion arises. 
The absence of such a clause often 
causes misunderstanding. A partner- 
ship in New York City had, in its 
many years of existence, both taken 
in and retired members without once 
recognizing goodwill. When a partner 
died and the estate asked for an 
accounting of goodwill, the partners 
replied that there was none; it had 
never been taken into account before. 
The firm’s reputation, however, ob- 
viously enhanced its earning power. 
Failure to provide a means of calculat- 
ing this intangible may mean, as in 
this case, a resort to the courts*— 
with mutually unsatisfactory results. 

Goodwill may be ascertained in any 
number of suitable ways. Each part- 
nership’s clause will perhaps be dif- 
ferent in this respect. The following 
extract from one agreement is an 
example of good wording: 


At the month-end (next after the 
partner’s death) goodwill is to be valued 
by deducting from the average annual net 
profits for the three calendar years immedi- 
ately preceding the partner’s death, 8% of 
the average net investment in the business, 
exclusive of goodwill, for the same period, 
and capitalizing any excess at 20%. An 
average of $20,000 per annum for combined 
partners’ salaries is to be allowed as an 
expense for the purpose of the capitaliza- 
tion of profits. 





* From Jn re Brown et al., N. Y. Court of Appeals, 
44 A. L. R. 510. 
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Such a clause assures an understandin 
among partners on this 
matter; it is clear in itself. 


- g 
important 


Conclusion 


Summarizing is dangerous, especially 
where variety is the keynote. Genera! 
statements about partnership agree 
ments are no exception to this rule. 
Yet from the foregoing analysis of 
the “pitfalls” that partnerships are 
liable to, it has seemed that if the 
agreement had been able to answer 
a few major questions in the first 
place, the problems would have ceased 
to be. Certainly the complete “rules 
of conduct” of a partnership should 
answer well the following: (1) Do 
we know exactly our respective capitals 
at any one time? (2) Is the status of 
all partners’ balances other than capital 
specifically understood ? (3) Are salaries 
and interest charges satisfactorily de- 
fined and disposed of on the books? (4) 
Is the division of all conceivable proiits 
and losses provided for? (5) Will the 
agreement cover every step of disso- 
lution, whether by death or otherwise? 

With partnerships as varied as the 
temperaments of those who form them, 
no one paper can expect to cover all 
the possible debatable points. To the 
usual lurking dangers, to the matter- 
of-fact provisions, there would be added 
others peculiar to the specific situation. 
Partners about to launch an enterprise 
should know something of the problems 
about to be faced. It would be to 
their mutual advantage if the articles of 
copartnership covered clearly and suc- 
cinctly every major point calling for 
an agreement between the members. 
Should this precaution receive universal 
recognition, there would be filed— 
in connection with partnerships—fewer 
Bills in Equity “for an account.” 
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A STUDY OF THE POLICY OF DIVIDEND 
STABILIZATION 


By DONALD E. WILBUR 


past has public attention been 
more closely directed toward the 
dividend policies of our large corpora- 
than in recent months. With 
continuance of generally depressed 
conditions, some of the strongest com- 
panies have been forced to revise 
established dividend policies and prac- 
Others have maintained their 


Poss bat at no time in the 


dividend payments in spite of inade- 
quate current earnings. Facing such 
a possibility, Mr. Sloan of General 
Motors stated his company’s policy 
clearly: “If a corporation’s position 


sound industrially and financially, 
I think it is justified in times like these 
to pay out all its earnings in dividends, 
and even go a step further and dip 
into surplus in order to continue divi- 
dend disbursements.”! Put to the 
actual test, the United States Steel 
Corporation surprised many by voting 
the regular third-quarter dividend in 
spite of inadequate earnings for the 
period; although more recent dividend 
developments in this case have shown 
the necessity of facing business 
realities. In view of these and similar 
indications of a desire on the part of 
our large corporations to maintain 
dividend payments in spite of unfavor- 
able current operations, it will perhaps 
be of interest to examine the arguments 
for and against the adoption of a 
policy of dividend stabilization. 

It is recognized that the major 


_ juoted in an article by M. S. Rukeyser 
pearing in the May (1931) issue of Credit and 


financial Management, p. 12. 


mnt _—— 


decision as to how much of a company’s 
earnings shall be distributed to stock- 
holders must depend primarily upon 
such considerations as: the confidence 
with which actual earnings may be 
measured, the likelihood of their being 
swept away by subsequent unfavorable 
developments, the adequacy with which 
unforeseen emergencies can be provided 
for in advance, and the amount which 
can be advantageously reinvested in 
the business. These are the factors 
which should govern dividend policy 
in general. We propose to delimit 
a particular portion of this general 
field and confine our discussion to 
the manner in which the share of 
earnings set apart for the stockholders 
should be distributed. With the ex- 
pansion of the stock market and wide 
distribution of equities among the 
American public, new significance has 
been placed upon the importance of 
maintaining regular dividends year in 
and year out. It is the purpose of this 
article to deal primarily with this 
phase of the subject and to examine, 
first, the general economic considera- 
tions and, second, the more specific 
business considerations involved in the 
policy of dividend stabilization. 


The Theory of Economic Balance 


Many economists hold the view that 
the smooth running of our industrial 
organization is dependent upon the 
securing of two major conditions of 
equilibrium. In the first place, com- 
modity prices must maintain fairly 
constant relationships if a steady flow 


373 


—_*¢eer rT TT!E TT: FTE A TRITT FOV ATU SCVLAT - 














374 


of trade is to pass through the many 
and intricate channels of production, 
distribution, and consumption. Sud- 
den or marked changes in one or more 
commodities may necessitate many 
readjustments before a new state of 
equilibrium is established. In much 
the same way that a shift in the earth’s 
strata may cause widespread damage, 
so can a shift in our commodity price 
scales bring paralysis and destruc- 
tion to large industrial areas and affect 
our entire economic structure. In the 
second place, an equilibrium must 
be maintained in the distribution of 
new wealth as economic rent, interest, 
wages, and profits, so that the relative 
amounts of purchasing power available 
to the recipients of each of these 
classes of income will remain reasonably 
constant. 

Perhaps these ideas of economic 
balance can be more simply stated by 
saying that business will run along 
smoothly only so long as consumer 
desire, and ability to buy, keep pace 
with the supply of various commodities 
placed upon the market. 

Our past record of business expan- 
sions and depressions shows that no 
such economic balance has been long 
maintained. Various explanations are 
offered. Some hold that changing fash- 
ions and new developments swing pop- 
ular fancy from certain commodities to 
others, altering demand and unbalanc- 
ing industrial organization. Others in- 
sist that capital flows blindly into 
production facilities, frequently over- 
balancing the supply side of the equa- 
tion. Still others maintain that the 
flow of purchasing power is so irregular 
as to both amount and distribution that 
demand varies widely and often upsets 
our economic equilibrium. Probably 
all these and numerous other factors 
have contributed to cause our busi- 
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ness cycles, but for the PUrpose of 
this study we are concerned primarily 
with but one of these elements. If 
variation in the amount and distrib). 
tion of purchasing power is one of 
the causes of business fluctuations 
we might hope to lessen the severity 
of future cycles by controlling this 
element. Let us examine the com. 
ponents of purchasing power to se 
where the variations arise and to what 
extent they can be stabilized. 


The Variable Factors: Wages and Profi; 


In the main, rent and interest are 
in the nature of fixed charges which 
industry must meet regardless of the 
profitableness of current operations. 
Wages constitute a more variable item, 
which industry can control to a greater 
extent by regulating the time, rates, 
and number of workers employed. 
Profits, however, are the most variable 
element of all. After rent, interest, 
and wage receivers have been paid 
their claims on the new wealth created, 
the remainder goes to industry as 
profit. In prosperous times this will 
be large; in depressed years, relatively 
small. 

If industry pays out a large portion 
of these profits as dividends, in accord- 
ance with the amounts earned each 
year, it will tend to increase the total 
purchasing power at the various times 
when business is expanding. The 
money thus distributed will enable 
buyers to offer more for the supply 
of goods available and tend to raise 
prices and expand business still further. 

But if industry adopts a policy ©! 
paying out profits on a_ stabilized 
basis, whereby earnings are accumu- 
lated in good years and distributec 
evenly over good and bad periods, 
a retarding force will be applied when 
business is expanding and a sustaining 
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e brought to bear when activity 


infiluenc 


clines. 
We are aware that there are several 


ways be which unusually large profits 


stockholders 
For example, 
heavy depreciation charges may be 
ade, unnecessarily large bad-debt and 
-ontingency reserves may be set up, 
- new capital investments in plant 
nd equipment may be charged to 
‘+he maintenance or Income account. 
[he purpose in each case is to cut 
jown the apparent profits so that 
stockholders will not clamor so loudly 
for extra dividends, as well as to 
provide secret reserves from which 
earnings can be brought forth or to 
which losses can be charged off in 
timesofemergency. Although we may 
question the advisability of using such 
accounting ruses, we can agree that 
these methods would tend to have 
the same general effect on business, 
1s a whole, as would an openly adopted 
policy of dividend stabilization. Let 
see what this effect would be. 
Under the operation of a stabilized 
dividend policy, when prices rise and 
profits expand, purchasing power would 
actually be withdrawn to the extent 
of the earnings that have accumulated 
s undistributed surplus. ‘This with- 
drawal of purchasing power would 
tend to curtail further rises in prices 
by restricting the money flowing back 
into consumers’ hands. On the other 
hand, on the recession side of a business 
cycle, as prices fall and profits decline, 
the relative purchasing power of regu- 
larized dividend payments would ex- 
pand and tend to retard further declines 
in commodity prices by releasing more 
buying power than was withdrawn. 
A detailed study beyond the scope 
this article would be required to 
estimate the extent to which regu- 
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larized dividend payments would, dur- 
ing periods of advancement and reces- 
sion of business, add to or subtract 
from the total purchasing power avail- 
able in this country. Perhaps some 
idea of the relative importance of 
dividends as an element in consumer 
buying capacity can be had from a 
comparison of annual wage and 
dividend totals. In1927,dividend pay- 
ments by all ‘Industrial and Mis- 
cellaneous Corporations” amounted to 
approximately $1,555,000,000. ‘Total 
wages paid in “All Industries” for 
the same year were $10,848,000,000. 
In 1929, industrial dividends totaled 
$2,612,000,000, while wages were $11, 
684,000,000. ? 

It is apparent that the control of 
wage payments would have a much 
greater effect on purchasing power 
than the stabilizing of dividends, but 
this subject would take us outside 
our present field of inquiry. The fact 
that industrial profits paid out to 
stockholders in these two years con- 
tributed roughly*® one-seventh and one- 
fifth as much as wage payments, how- 
ever, indicates that dividend payments 
are a factor of some importance in 
governing the country’s ability to buy 
in any given year. 

It must be recognized, however, that 
wage and dividend receivers, as groups, 
spend their money in different ways. 
Wages generally go back into circula- 
tion very quickly in the purchase 
of commodities. But at least a part 
of dividends are reinvested in securities, 
thus going to expand directly the 
productive facilities of industry. 





? Figures obtained from the Statistical Abstract of 


the United States, 1931. 
3A more exact statement would require considera- 

tion of the amount of wages sent by foreigners to their 

families in Europe and dividends sent “to foreign 


holders of American securities. . 
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We may conclude that the regu- 
larization of dividend payments would 
tend to exert some stabilizing influence 
on the amount of purchasing power 
released in this country, and in addi- 
tion would tend to restrict industrial 
expansion during periods of prosperity. 
It would appear, then, from a con- 
sideration of only the foregoing argu- 
ments, that the general adoption of a 
policy of dividend stabilization would 
tend to lessen the severity of business 
cycles. 


The Problem of Handling Surplus 
during Prosperity 


We have just seen that the with- 
holding of large profits from the stock- 
holders in prosperous years may 
withdraw a considerable amount of pur- 
chasing power from potential buyers. 
Such would be the case only where 
these profits were used by industry 
in a definitely restricted manner. This 
leads to the consideration of a second 
important economic aspect of the policy 
of dividend stabilization. It is one 
of the necessary corollaries of dividend 
regularization that all profits with- 
held for future distribution to the 
stockholders must be so invested that 
cash can be readily realized from time 
to time, regardless of what the general 
business conditions may be. This im- 
mediately eliminates the possibility 
of using the funds for reinvestment 
in the company or in the purchase 
of other industrial equities, where the 
market value of the stock reflects 
among other things the company’s 
earnings and consequently fluctuates 
with the business cycle. Government 
securities or conservative bonds meet 
the necessary requirements of safety 
of principal and ready conversion into 
cash, but at so great a sacrifice in 
yield as to offer little attraction to 
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the corporate investor. Consequently 
the funds which have been withheld 
from the stockholders during business 
prosperity are apt to be drawn, by 
higher rates and greater liquidity of. 
fered, to open-market borrowers and 
call-money markets, where their pres- 
ence goes to expand short-term credit 
and helps to bring about the very 
inflation which was to be so care. 
fully avoided. This country’s experi- 
ence in 1928 and 1929 revealed what 
tremendous force for inflation and 
speculation the pouring of surplus 
cash of corporations into the call. 
loan market may be. True this prac- 
tice in 1928-1929 was a new event in 
business, but it may happen more fre- 
quently in the future. 

Even if it were possible to close the 
call market to such loans, as is now 
being attempted, large surplus corpo- 
rate funds would still have their influ- 
ence on the money and security mar- 
kets. If the Federal Reserve Board 
can exert a restraining influence dur- 
ing periods of expansion by selling 
large amounts of government security 
holdings, it is equally possible that 
American corporations would facilitate 
credit expansion by using their rapidly 
accumulating profits to buy up large 
amounts of gilt-edge securities. 

It appears that while dividend sta- 
bilization may withdraw some pur- 
chasing power from the commodity 
markets, prevent stockholders from 
reinvesting large profits, and thus tend 
to retard business expansion, the earn- 
ings impounded in corporate treasuries 
by this policy may flow into other 
channels and so augment a different 
set of inflationary forces that business 
will receive little if any net effect of 
stabilization. There would seem to 
be some doubt as to whether the 
severity of business cycles would actu- 
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solicy of dividend stabilization from 
he viewpoint of business expediency. 
We have left the realm of economic 
theory with several conclusions: (a) 
hat business cycles, being the result 
me number of factors, may be helped 
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n and but not removed by stabilizing pur- 
surplus chasing power; (b) that fluctuations 
> call. in total purchasing power may pos- 


3 prac- sibly be lessened but not removed 
by stabilizing dividend payments; and 
c) that the investment of profits 
required by dividend stabilization may 


ent in 
re fre- 


se the in itself strengthen other disruptive 
$ now forces and make fluctuations worse. 
Orpo- Since we cannot recommend dividend 
influ- stabilization as a universal cure for 


our worst economic ill, let us see 


Mar- 
Soard whether this policy will help business 
dur- to ride the waves of economic expan- 


sion and depression in the future. 

One of the arguments often advanced 
in favor of the regularization of divi- 
dends is that this policy creates a loyal 
group of stockholders. Since there 
are no special or extra dividends de- 
clared, no opportunities are afforded 
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sta- “insiders” to exploit the rank and 
pur- ile of the stockholders through access 
dity to advance information. This tends 
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to build up confidence in the fairness 
ot the management’s treatment of 
the stockholders. Permanent investors 
rather than speculators are attracted, 
with the result that the company’s 
stock has a relatively small turnover 


ess and is free from manipulations. Expe- 
of rienced investors are wiser and less 
to easily frightened by current events; 
the less stock is thrown on the market at 
ue the first unfavorable showing. Fluc- 
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tuations in the market value of the 
company’s shares consequently are 
minimized. This offers stockholders 
the advantage of ready salability 
in case of emergency, or provides a 
high collateral value for the basis of 
loans. 

A careful inquiry into the relation- 
ship which should exist between in- 
vestors and investments leads one 
to question the soundness of this 
argument. It seems unreasonable to 
assume that those who select the 
stock of a particular company as 
best meeting their personal investment 
needs are going to look with favor 
upon the diversion of a part of their 
share of the company’s earnings into 
investments of an entirely different 
character. For example, if one buys 
General Motors common stock, certain 
distinct characteristics are obtained, 
such as the opportunity for apprecia- 
tion and consequent protection of pur- 
chasing power invested, as well as the 
sacrificing of regularity of income in 
the expectation of receiving larger 
returns when the company prospers. 
If General Motors in periods of good 
business withholds large profits from 
distribution, and instead places most 
of the earnings available for dividends 
in liquid safe investments, so as to 
insure a regular income for its stock- 
holders in the future, it deprives the 
stockholders of the very elements which 
originally led them to invest in that 
company. In so far as the earnings 
are thus withheld, the stockholder 
becomes an investor by just so much 
in bonds, commercial paper, or call 
loans. Such a policy deprives the 
investor of the opportunity of choosing 
for himself how he shall reinvest his 
income so as best to meet his individual 
requirements. In the light of this 
argument, one may question whether 
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the adoption of a policy of dividend 
stabilization will actually help a com- 
pany to attract a more loyal group of 
permanent stockholders. 

It may be argued that there are 
many investors who desire stable in- 
come and would gladly forego the 
responsibility of investing extra divi- 
dends during profitable years. Such 
people would be attracted by stabilized 
dividend stocks. 

But do stocks with regularized divi- 
dends actually give this type of investor 
the assurance of steady income which 
they purport tooffer? Industrial equi- 
ties were created to carry large invest- 
ment risks and to hold out uncertain 
but possibly large returns. As will 
be shown later, one may seriously 
question whether common stocks can 
or should be represented as the proper 
type of investment for a person requir- 
ing steady income. 


Effect of a Regularization Policy on a 
Company’s Credit 


Again, it is argued that the stabiliza- 
tion of dividends creates a _ strong 
credit position for corporation borrow- 
ing. Bonds may be sold more readily, 
and consequently at lower cost to 
the company, when the outstanding 
stock is held by conservative investors 
rather than by shrewd speculators. 
Unbroken records of dividend pay- 
ments speak well for the margin of 
safety protecting bond-interest require- 
ments. Or, in the event that short- 
term financing is used, loans and 
commercial paper can be placed at 
lower rates on the strength of the 
solid credit position established by 
regularized disbursements of earnings. 

It appears to the writer that unwar- 
ranted confidence has been placed 
in dividend regularization as a means 
of providing a company with a stronger 
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credit position in consideration of which 
outside money may be more advants. 
geously obtained. Unbroken records 
of dividend payments, in so fa; as 
they indicate steady yearly earnings 
or the accumulation of surplus profits 
out of which regular distributions cay 
be made, create the presumption that 
bond interest will be forthcoming by a 
reasonably safe margin. However, the 
commitment of the management to ; 
definite policy of paying out regular 
dividends would have a distinctly detri- 
mental effect on a company’s credit 
position during a period of business 
recession. It is usually during this 
phase of the cycle, when money js 
most difficult to get, that a strong 
credit position is of greatest advantage. 
With demand falling off and the general 
price structure declining, profits dwin- 
dle; inventory and collection losses 
make inroads upon the contingent 
reserve accounts and the supply of 
working capital. Certainly at such 
a time, the prospect of further impair- 
ment of liquid assets, by commitments 
requiring the directors to pay out 
regular dividends to the stockholders, 
will tend to weaken the credit position 
of a company. Basically, the safety 
of bonds is dependent upon the as- 
surance with which the borrowing 
concern’s future earning power can be 
relied upon to meet the fixed interest 
charges. With the immediate prospect 
of earnings removed by adverse busi- 
ness conditions, greater importance 
attaches to the preservation of the 
surplus now on hand as insuring interest 
payments until such time as the busi- 
ness recovers. The prospect of fixed 
dividend payments being allowed to 
eat away this “assurance fund” cer- 
tainly will not enable such a company 
to borrow on fixed interest-bearing 
securities more advantageously. In 
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the same value as a present certainty. 
By withholding large possible dividends 
when earnings are large, a corporation 
prevents its stockholders from reinvest- 
ing their share of current earnings 
in securities which will offer the usual 
opportunities of appreciation afforded 
during business expansion. Such a 
company practically tells the stock- 
holder that since he might misuse 
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posed, for in these circumstances the 
market value of the company’s stock 
usually affords a measurement of the 
minimum price from which higgling 
proceeds. Thus it appears that the 
independent adoption of a policy of 
dividend stabilization is apt to work 
hardship upon a company in times 
of business recovery and expansion. 

Here it may be argued that dividend 
regularization may be desirable for 
business, if it acts as a brake upon 
wild expansion, by making it less 
advantageous for a company to carry 
out new financing plans. The objec- 
tion to this argument lies in the fact 
that legitimate refinancing will be 
affected just as adversely as wild expan- 
sion schemes. In fact, unless stabiliza- 
tion is universally adopted, the very 
concerns which are most liable to 
expand unwisely are the ones which 
will not hamper themselves with such 
a policy. 


Is a Stabilization Policy Feasible for 
Industry as a Whole? 


This brings us to the question as to 
whether dividend regularization could 
be adopted advantageously by industry 
as a whole. The greatest objection 
to dividend stabilization has been over- 
looked in the assumption thus far 
made, that earnings in future years 
can be predicted with sufficient accu- 
racy to enable a company to establish 
a dividend rate which can be main- 
tained throughout the changes occur- 
ring in general business conditions. 
The only element which enables one 
to place confidence in the predictability 
of future earnings is the fact that past 
earnings have been relatively stable 
in spite of cyclical fluctuations. But 
the very fact that past earnings have 
been stable makes it unnecessary to 
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apply methods designed to smooth out 
the distribution of irregular earnings 
To appreciate the problems that 
would confront universal adoption of a 
policy of dividend stabilization, let Us 
look at one of the industries in which 
profit forecasting is particularly diff. 
cult. The American Car and Foundry 
has been prominent in the railroad 
equipment industry for a good Many 
years. Here is a concern manufac. 
turing a specialized type of producer’s 
goods which has high unit value, wears 
out slowly, and for which, consequently, 
purchases can be postponed. As might 
be expected under such circumstances 
wide variations in annual earnings occur 
over long periods, making extended 
forecasts of profits difficult if not com- 
pletely impossible. And yet the rela- 
tively low capital turnover and the high 
fixed investment required make it nec- 
essary for most companies in this 
industry to rely upon outside sources 
for new capital, and hence to maintain 
as loyal a group of stockholders and as 
strong a credit position as possible. 
The management of this company 
in 1920 established a stable dividend 
rate and set aside a reserve fund of 
over ten millions of dollars to maintain 
it. In 1926, this fund was drawn 
upon, and by 1930, due to an unfore- 
seen period of small profits, the reserve 
for dividends was about exhausted. 
The stabilized rate had to be cut. 
Dividends will probably be passed this 
year. 
It is obvious that the company made 
an inaccurate forecast of what its 
future earnings would be when the 
dividend rate was established and the 
reserve was set up, and it seems un- 
reasonable to think that a reliable 
prediction could have been made thes, 
or could be made now, of the next ten 
years’ profits. Without reasonably ac- 
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curate estimates as to when and how 
uch earnings will be made in future 
years, it 18 impossible to establish a 
jividend rate that can be maintained. 
This is the fundamental difficulty that 
confronts the general adoption of a 
cy of dividend stabilization. 


1 


poli 
Conclusion 


With the increasing complexity of 
modern business, with the rapid 
-hanges that have been brought about 
in products, processes, and methods by 
advanced research, the visibility as to 
most companies’ future earnings has 
been rendered very low. Little assur- 
ance has yet been held out that 
business cycles will be any the less severe 
in the near future. Under these circum- 
stances, investment risks will probably 
be as great, perhaps greater, in the 


coming years. Industrial equities will 
continue to bear uncertainty of income 
in the expectation that large rewards 
will occasionally be obtained. In the 
light of these probabilities, it would 
seem unwise, if not actually dishonest, 
for most corporations to sell their 
stock as steady income-yielding in- 
vestments, because they cannot know 
with any certainty what their earnings 
will be in the future. 

As a result of this discussion it 
appears that, while dividend stabiliza- 
tion might curtail some of the forces 
that lead to business expansion, in so 
doing it might strengthen others which 
operate toward the same end. Fur- 
thermore, it seems that universal adop- 
tion of such a policy would be 
impracticable and that, for most of our 
corporations, independent adoption 
would be inexpedient. 
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HOW MAY BUSINESS 


, \HE events of the past three years 
can hardly fail to leave their 
permanent imprint on economic 

theory and practice. There has been 
a rude shattering of pre-depression 
hopes that variations in business activ- 
ity might be substantially moderated, 
and that a more accurate knowledge of 
economic movements and trends might 
prevent crisis-breeding excesses. In 
reaction from our former optimism, 
we have today an opposite extreme 
of pessimism, and it is now very widely 
assumed that hereafter we must con- 
template permanently lowered levels 
of economic activity and standards 
of living, that prosperity and full 
employment may be the exception, 
and that unemployment and _ semi- 
depression may be the rule. 

If we survey the situation from an 
intermediate viewpoint, the prospect is 
still none too reassuring. ‘The present 
crisis may seem to be abnormal and of 
a type that should not repeat itself 
within a generation. Nevertheless, it 
is clear that no assured preventives of 
depressions have yet been discovered. 
One of the principal causes of the 
present depression appears, in fact, to 
have been the speculative excesses that 
originated from the belief that we had 
seen the last of severe business crises; 
and it is possible that we must include, 
among our fundamental economic prin- 
ciples, a chronic inability of human 
nature to withstand the temptations 
of prosperity. 

The Growing Economic Instability.— 
To the preceding element of uncer- 
tainty, it would seem that we must also 
add a growing sensitiveness in our 
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economic structure. When a decline 
in business activity has once started, 
it tends to cumulate upon itself. Each 
reduction in pay rolls must inevitably 
reduce consumption. Each reduction 
in consumption must lead, in turn, to 
further reductions in pay rolls. And 
this vicious spiral may, and often does, 
continue until a final resistance point 
is reached at which large elements of 
the population are maintaining a bare 
subsistence level of expenditures on 
the basis of borrowings or the consump- 
tion of past savings. 

The present depression has broken all 
records for ratios of decline from pros- 
perity levels. ‘The major part of this 
down-swing has undoubtedly been due 
to a special combination of post-war 
conditions, but an important contribut- 
ing factor in the United States has 
been the great volume of luxury and 
semiluxury consumption that could be, 
and was, dispensed with when the 
pressure of the crisis made itself increas- 
ingly felt. 

Economic theory and practical ex- 
perience tend to show that, if price 
and wage levels are not inflated or 
seriously out of balance, and if building 
and other capital investments have 
not been carried to or beyond satura- 
tion, and if certain new and important 
lines of production, such as the auto- 
mobile and the radio, are still rapidly 
expanding, then the downward spiral 
of a business depression may be checked 
at a relatively early stage by an upturn 
in construction activities or by a per- 
sistent expansion of the newer and 
more rapidly developing industries. 
However, these practical considerations 




















386 HARVARD BUSINESS REVIEW 


do not alter the fundamental hazard. 
The corrective influences may exist, 
but there is no certainty that they will 
exist; and the possibility would always 
seem to be present that any depression 
may run to the full extreme indicated 
by theory. Each future increase in 
per capita productivity and each cor- 
responding increase in the proportion 
of our economic activities devoted to 
luxuries and semiluxuries must, there- 
fore, tend in times of crisis to increase 
the possible maximum decline of busi- 
ness from normal levels. 

Discouraging Prospects under Normal 
Revival—The measures of the present 
depression are so constantly before us 
that it is hardly necessary to repeat 
them. Most of the commonly used 
indices show subnormal readings, dur- 
ing the early part of this year, that 
are nearly twice as low as those of 1921. 
Furthermore, the duration of the cur- 
rent depression promises to be at 
least twice that of 1920 to 1922; and 
its money cost, excluding mere paper 
losses, may readily exceed 50 billions 
of dollars. These money losses, great as 
they may be, are, however, hardly to 
be measured against the mounting 
total of unemployment and of human 
suffering and tragedy that the depres- 
sion has brought in its train. The 
figures for unemployment are difficult 
to determine, in the absence of system- 
atic statistics, and are confused by 
the spreading of available employment 
among part-time workers; but the 
estimated totals of between 6 and 10 
millions of workers, wholly without 
occupation, probably do not exaggerate 
the situation. 

When we turn from present condi- 
tions to prospects for the future, the 
outlook is not any too encouraging. 
If an upturn in business should begin 
in the early summer of this year and 


should continue at the relatively rapid 
rate of the 192I-I922 recovery, a 
period of nearly 214 years may be 
expected to elapse before normal levels 
of business activity are once more at- 
tained. Furthermore, even with such 
relatively early and rapid recovery, the 
levels of activity during the whole year 
of 1933 may very possibly average 
below the low point of the 1920-1921 
depression. 

It is this combination of the intensity 
and extreme duration of the business 
decline which creates the most serious 
problem. The suffering from unem- 
ployment and reduced incomes is being 
mitigated to a considerable extent by 
the doubling up of families, by a forced 
“‘back-to-the-farm”’ movement, and by 
many other adjustments in standards 
and habits of living. But, on the 
other hand, individual and family re- 
sources are becoming exhausted, and 
there are growing reports of nervous 
breakdowns and of the disintegration 
of family life under the continued and 
wearing pressure of unemployment and 
uncertainty. On the whole, therefore, 
the winter of 1932-1933 may very 
possibly be a harder one than the 
winter of 1931-1932. 

Unemployment—the Greatest of Eco- 
nomic Problems.—With this prospect 
ahead of us, it is very probable that 
political and popular pressure will force 
some yielding to the demand for posi- 
tive action to make work and stimulate 
a business revival. Furthermore, if 
the distress due to unemployment is not 
soon relieved, it will be difficult for 
even the most convinced believers in 
the evil results that come from med- 
dling with economic laws, to escape 
the conviction that some risks may 
very properly be run to force an up- 
turn in business activity, provided 
any promising plan for such a purpose 
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can be developed. Nothing, in fact, 
can be clearer or more certain than 
that all other problems in economics 
have sunk into insignificance in com- 
parison with the problem of the control 
of business fluctuations and the related 
unemployment. 

As to this major problem, there will 
of necessity be much fundamental di- 
vergence of opinion. ‘Those who be- 
lieve in a “managed economy”—in 
an increasing interference of govern- 
ment in business and industrial affairs 
—will argue for an attempt at a com- 
plete stabilization of economic activi- 
ties. Those who, fundamentally, are 
believers in economic individualism, 
but are not fanatically committed to 
the laissez-faire theory, may hold that 
the more moderate business depres- 
sions represent a necessary price that 
must be paid for previous economic 
mistakes and excesses—but may agree 
that, when a business depression enters 
the stage of economic collapse, there 
is justification for such positive govern- 
mental action as may be necessary to 
start an upturn in business activity. 
And, finally, of course, the “‘bitter- 
enders”’ among the economic conserva- 
tives will contend that any interfer- 
ence with the working out of a 
liquidation can result only in pro- 
longing and complicating the evils of 
the situation. 

The General Theory of Stabilization.— 
As between these basic viewpoints it is, 
perhaps, unnecessary to choose. The 
current situation justifies at least a 
thorough-going examination of all the 
possibilities in the way of economic 
stabilization. Any practical instru- 
mentalities of economic stabilization 
should, from their nature, be equally 
available for the stimulation of de- 
pressed economic activities. And, so 
far as the present special situation is 
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concerned, popular and political pres- 
sure may be such that the choice will 
not be between action and inaction, 
but between action that is wholly 
ill-advised, and action that has at 
least some fundamental possibilities of 
successful outcome. 

Under these circumstances, our first 
consideration may very properly be 
with regard to the economic theory of 
stabilization, and to the various plans 
and devices that have been suggested 
for maintaining a continuing high level 
of employment and economic activity. 
From these general considerations, we 
may then proceed to an examination of 
specific and more restricted measures 
that might be applied as emergency 
relief in the present situation. 

The methods hitherto suggested for 
securing economic stabilization have 
ranged from mere preventives of infla- 
tion to complete economic dictatorships 
of the military or Russian type. 
There is a very general agreement 
that the frequency and average sever- 
ity of business depressions might be 
reduced if, by credit control or ‘‘eco- 
nomic planning,” we could avoid prior 
periods of business inflation and of 
excessive speculation in securities and 
commodities. There is agreement, 
also, that plans for unemployment 
insurance and lay-off benefits, besides 
relieving the necessities of the indi- 
viduals immediately affected, may tend 
to shorten and soften the intensity 
of depression periods. And there is 
a growing belief that the organiza- 
tion and operation of our monetary 
and credit systems to maintain greater 
stability in general commodity price 
levels, besides serving a most impor- 
tant purpose in maintaining equity 
of relations between debtors and cred- 
itors, might also be conducive to a 
higher degree of business stability. 











However, none of the preceding 
measures appear to offer positive guar- 
anties against the recurrence of busi- 
ness depressions; nor is there any 
certainty that the adoption of any 
or all of such measures would assure 
us that particular depressions might 
not run to extreme stages. It seems 
necessary, therefore, that any com- 
plete theory of economic stabilization 
shall include measures for the forced 
stimulation of activities when such 
stimulation is required. 

If we exclude rationing systems and 
forced labor, under martial law or 
under the Soviet type of economic 
dictatorship, proposals for the positive 
stimulation of business activity have 
been limited, up to date, mainly to 
plans for credit expansion through 
heavy purchases of government bonds 
and bankers acceptances by the Federal 
Reserve Banks, and to schemes for 
public construction on a large scale to 
be paid for out of the proceeds of Fed- 
eral, state and municipal borrowings. 

Whatever form these programs take, 
the ultimate objective is always to 
cause governmental authorities or indi- 
viduals to borrow money and use 
the proceeds of such borrowings to 
pay wages and buy commodities. The 
assumption in each case is that the 
initial impulse thus given to business 
activity will cumulate on itself and set 
up a favoring upward spiral of business 
activity which will be the reverse of 
the downward spiral of depression. 

From one fundamental viewpoint 
these plans are entirely sound. Both 
experience and economic theory indi- 
cate that a recovery from a business 
depression comes only when ease of 
credit and restored confidence gradually 
lead business men, large and small, 
to borrow money for new ventures 
or extensions of existing activities and 
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to spend the proceeds of such borrow- 
ings in increased pay rolls and in 
increased purchases of materials. 

The defect in all previous plans 
of this type is, however, that each 
has involved only a single stimulus to 
business activity. If, therefore, such 
stimulus should happen to be applied 
at a time when new and _ unfavor- 
able outside developments were taking 
place, as for example, in connection 
with the recent European crisis, the 
expansion of credit and of business 
activity might be offset by a counter- 
wave of loss of confidence, credit con- 
traction, and hoarding. Under these 
circumstances, the Federal Reserve 
Banks could largely exhaust their abil- 
ity to make open-market purchases— 
or the Federal Government, states, 
and municipalities could exhaust their 
borrowing power—without tangible re- 
sults in bringing business revival, and 
with a resulting further general dis- 
couragement and loss of confidence. 

The Basic Requirements.—It is the 
realization of this necessity, that any 
single stimulus shall be applied at 
the exact “psychological” moment, 
which has caused many, even the 
convinced believers in these special 
plans, to hesitate in their application. 
Under these circumstances, it would 
seem, from the standpoint of both 
theory and practice, that we must 
seek a more reliable and trustworthy 
method for stimulating a business re- 
vival, when and as such stimulation 
seems necessary. What, then, are the 
requirements that must be met by 
any such plan? 

The first requirement seems very 
clearly to be that the method shall 
be capable of operating continuously 
and that it shall not depend upon any 
consensus of judgment as to when the 
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psychological moment for its applica- 
tion has arrived. This requirement 
precludes the use of public borrowings 
as the primary support for any plan 
that may be adopted. There is a 
limit to the borrowing power, even 
of the Federal Government, and any 
plan that is to be capable of operating 
continuously must therefore be estab- 
lished fundamentally on a “‘pay-as- 
you-go” basis. Undue dependence on 
public borrowings may involve hesita- 
tion to start or hesitation to continue, 
plus added loss of confidence by reason 
of the very borrowings themselves— 
and in the meantime the bread lines 
will grow. 

If, then, it is assumed that any 
effective plan for the restoration of busi- 
ness activity must be mainly financed 
out of current governmental revenues 
and must be capable of operating 
continuously untii the processes of 
a natural business recovery are well 
under way, it follows, almost of neces- 
sity, that governmental funds must 
be so applied as to multiply their 
effects on wage payments and pur- 
chases of materials, rather than be 
used merely for direct effects. If a 
dollar is taken from the public in 
taxes and only the same dollar is 
spent for wages and materials, there 
is no gain in business activity; but if 
each collar taken from the public in 
taxes can be so applied as to cause 
from five to ten additional dollars 
to be spent in pay rolls and purchases 
of materials, then the gain in business 
activity will be very substantial. Fur- 
thermore, if this latter process can 
be applied continuously month after 
month, regardless of intervening waves 
of loss of confidence and credit con- 
traction, the time should very certainly 
come when the initial stimulus given 
under the plan will start that ascending 


spiral of business activity which con- 
stitutes the normal recovery from a 
business depression. 

This process of starting up the 
economic machine bears a striking 
resemblance to the process of starting 
a cold automobile. The plans pro- 
posed up to date resemble a single 
pull on the starting handle. If con- 
ditions are exactly right, the car may 
start, but the danger always exists 
that the only result will be a lame 
back or a back-fire and a _ broken 
wrist. The effective plan requires a 
powerful starting motor that can spin 
the engine continuously until it be- 
gins to fire on its own spark plugs and 
gas. 

All the preceding considerations 
make it appear that any practicable 
plan for the stimulation of business 
activity must use public funds prima- 
rily to stimulate increased private 
borrowings and expenditures for wages 
and materials—and the question next 
arises as to how this result may 
be brought about. The most obvious 
and direct, and perhaps the only 
practicable, method is to use the 
available funds to encourage the types 
of new construction and of new capital 
investments that would naturally in- 
augurate a business recovery. ‘This en- 
couragement might conceivably be 
camouflaged in the form of long-term 
advances at low rates of interest; 
but it seems probable that the avail- 
able funds would go further and pro- 
duce a more effective result if we should 
look the necessities of the situation 
squarely in the face and should offer 
flat, unqualified subsidies for the start- 
ing of those operations that involve 
added employment and added pur- 
chases of materials. 

In the granting of the subsidies 
just considered, the question of priori- 
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ties will be important. However, this 
question may readily and naturally 
be settled by advertising for bids for 
the initiation of the new activities. 
Such bids should be in terms of the 
required percentages to be paid as 
subsidies upon certified amounts dis- 
bursed for wages and materials, and 
the awards of bonus money should be 
made in the order of the lowness of 
such bids. 

A further important point will be 
with respect to the taxation that 
should be employed to raise the funds 
required for bonus purposes. Presum- 
ably the plan should be operated under 
Federal supervision and supported by 
Federal taxation, since economic re- 
covery is not a matter of state or local 
boundaries. Quite certainly, also, the 
tax should be separated, so far as 
possible, from the ordinary sources 
of Federal revenue, and it should 
be neither a luxury tax nor an added 
income super-tax. Economic recovery 
involves, in particular, a recovery in 
the luxury and semiluxury trades and 
it might be seriously hindered by 
luxury taxes. Furthermore, the maxi- 
mum revenues from taxes on the larger 
incomes will be required for normal 
Federal purposes—in addition to which, 
excessive income super-taxes have a dis- 
tinctly depressing effect on new capital 
investment and might, in themselves, 
tend to hinder business recovery. 

The Theoretical Plan for Stabilization. 
With consideration given to the preced- 
ing points, it is now possible to out- 
line a general theory of economic 
stabilization which supplements, rather 
than replaces, the more promising 
proposals hitherto made to minimize 
cyclical fluctuations in employment 
and business activity. We mayassume, 
if we please, that systems of lay-off 
benefits are to be generally in effect, 


and that programs of public works 
are to be expanded during depression 
periods and reduced during periods 
of business activity. We may also 
assume, if we wish, that industrial 
inflation and speculative excesses are 
to be minimized by credit restrictions 
and by individual or collective “‘eco- 
nomic planning”; that money and 
credit are to be controlled to maintain, 
so far as practicable, a measure of 
stability in general commodity price 
levels; and that, particularly during 
depression periods, an ease or positive 
surplus of bank credit is to be created 
through open-market purchases by 
the Federal Reserve Banks, supple- 
mented by emergency banking meas- 
ures, such as those put into effect 
during the early part of the present 
year. 

With any or all of the preceding 
measures in effect, a complete theory 
of economic stabilization would still 
require the addition of measures cap- 
able of effecting a positive stimulation 
of economic activity. ‘This stimulation 
may be required to prevent a necessary 
and normal liquidation from overrun- 
ning into the stage of economic collapse; 
or it may be equally needed to expedite 
the processes of recovery, in case the 
easing of credit and the natural forces 
of individual enterprise fail to bring 
about a vigorous revival. 

As has been indicated before, the 
logical measure for the above pur- 
pose would seem to be that of pay- 
ing direct subsidies out of Federal 
funds to encourage private initiative 
in construction and other new capital 
activities. Such subsidies should be 
awarded, up to the total amount 
available each month, to those bidders 
requiring as bonuses the lowest per- 
centages of certified outlays for wages 
and materials. 
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In order to avoid encouraging waste- 
ful public expenditures, the plan should 
apply primarily to private undertakings 
and should in addition cover only such 
classes of public works—for example, 
toll tunnels and toll bridges, and per- 
haps toll by-pass roads around the 
larger cities—as are planned on a 
self-supporting basis. 

If applied as a general long-term 
measure of stabilization, the subsidies 
might be financed from special Federal 
reserves built up during prosperous 
periods and drawn upon during periods 
of depression. On this basis, it is 
possible that all requirements might be 
met by the equivalent of a retail-sales 
tax of less than 1%. Even a semi- 
successful stabilization of production 
should reduce the cost of commodities 
by more than this amount, so that the 
operations of the plan might readily 
be cost-free to the consuming public. 

In timing and scheduling operations 
under any general plan, the subsidies 
should presumably be initiated with a 
minimum scale of monthly appropria- 
tions, when construction and new cap- 
ital activities had fallen a definite 
amount, say 10% to 25%, below 
normal. They should be continued, 
with certain increases, until an upturn 
in business was brought about, and 
should then be tapered off and finally 
discontinued when construction and 
new capital activities rose once more 
to the levels at which the bonuses had 
been initiated. 

As to the monthly amounts required 
for subsidies, and as to the average 
percentages that it might be necessary 
to pay as bonuses, there appear to be 
no theoretical answers. ‘The solution 
to this problem must apparently come 
by trial and error. However, inquiry 
among practical builders indicates that, 
even in a depression of the present 


extreme type, bonuses of 20% would 
be adequate when combined with a 
general ease of credit. Furthermore, 
it would seem that maximum subsidy 
payments of 100 million dollars per 
month, corresponding to a stimulation 
of construction at the rate of about 6 
billions of dollars per annum, should, if 
continued for a few months, be suffi- 
cient to turn the tide of the severest 
depression. 

It should be noted that it is an 
essential part, even of the theoretical 
concept, that a certain substantial 
variation of economic activity above 
and below the normal line shall be per- 
mitted without either stimulation or 
restriction. Otherwise, the stimulating 
process might be carried to the point of 
creating a chronic or semichronic con- 
dition of overbuilding, and this might 
in due course lead to an uncontrollable 
construction crisis. Similarly, over- 
building should be guarded against 
during boom periods by penalties, 
through credit restriction, or even 
direct taxation, that might increase 
progressively with the excess of con- 
struction over normal levels. 

Objections Raised to the Plan.—Be- 
fore turning from the preceding, purely 
theoretical, considerations to possible 
practical applications in the present 
emergency, it is of interest to note 
that the majority of students of the 
business cycle are prepared to admit 
that the plan here suggested has the 
power to produce results and that it 
probably could be made effective in the 
hands of an intelligent economic czar. 
When, however, these same experts 
attempt to consider practical applica- 
tions of the plan under political han- 
dling, they raise a great variety of 
objections, in many cases up to the 
point of contending that not even the 
prospects of a further prolongation 
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of the existing depression at present 
levels would justify the risk of attempt- 
ing to bring about a forced revival. 

Whether or not these practical objec- 
tions to the plan are as fully justified 
as some of these critics would contend, 
it is obviously necessary that they be 
given consideration in connection with 
any attempt to develop useful measures 
of emergency relief in the present 
situation. 

The criticism most generally made 
is that we have, today, serious over- 
building and overequipment with cap- 
ital goods. Such overbuilding and 
overequipment is very difficult to dis- 
prove. From a superficial viewpoint, 
an overbuilt condition very certainly 
exists. We seem to have surplus hous- 
ing, surplus factory equipment, surplus 
office buildings, and, in many cases, 
rather obvious surpluses of public works 
and improvements. 

To the ordinary observer, it is useless 
to argue that much of the surplus 
housing has its origin in the doubling 
up of certain families and in the re- 
moval of others from spacious to more 
contracted quarters. The more prac- 
tical answer is that bidders for the 
bonus money would not be willing to 
risk their own funds, nor could they 
negotiate mortgage loans, for building 
operations that represented obvious 
additions to already overbuilt situa- 
tions. As a further point, it would 
be entirely practicable, and perhaps 
desirable, to give preference in the 
bidding to proposals for reconstruction 
operations that involved no additions 
to total existing space. 

Excess Factory Equipment.—As to 
factory equipment, the situation is 
perhaps less difficult, by reason of the 
much higher rate of obsolescence and 
replacement. Occasional overbuilding 
and overequipment of factories must 
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occur, even in the absence of inflation 
and in spite of the best of planning. 
Such overbuilding, with the correspond- 
ing losses, represents the unavoidable 
price that must be paid for growth and 
progress. Our concern, therefore, is 
not with sporadic cases, but with that 
general overbuilding which may termi- 
nate a period of inflation. The indi- 
cations in this respect seem to be that 
such systematic overbuilding rarely, 
if ever, exceeds 10% and, in the great 
majority of cases, may be limited to 
5% or less. Applying these figures to 
a total of about 50 billions of dollars 
of manufacturing capital, gives a total 
overextension of such capital, at the 
end of 1929, of less than 5, and probably 
of less than 24, billions of dollars. 
Furthermore, an examination of the 
accounts of the average manufacturing 
company will show that fixed assets 
represent about 50% of the total, and 
that only about one-half of the fixed 
assets are so highly specialized as to 
involve complete, or nearly complete, 
sacrifice in case the original line of 
manufacturing should be permanently 
reduced in volume. And, as a final 
point, it can be shown that in most 
cases a normal rate of replacement or 
depreciation, with respect to specialized 
fixed assets, will range from 10% to 
20% per annum. 

Combining the preceding figures for 
manufacturing capital, we arrive at 
an overextension, in 1929, in the form 
of specialized fixed assets, of probably 
less than 114 billions of dollars, and 
perhaps of less than one-half that sum. 
As against these figures, we have a 
grand total of approximately 124% 
billions of dollars in specialized fixed 
assets, with a normal annual rate of 
replacement of from 10% to 20%. 
On this basis, two years of accumu- 
lated obsolescence should far exceed 
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the overequipment and would indi- 
cate that a restoration of normal 
business activity might require sub- 
stantial expenditures for modernized 
factory equipment, even in many indus- 
tries that were distinctly overbuilt at 
the end of 1929. 

An independent check as to the 
preceding is found in the employment 
indices for the machine-tool industry 
from 1924 to 1929. ‘These figures are 
82.0 for 1924, 85.8 for 1925, 100.0 for 
1926 (the base year), 92.8 for 1927, 
100.8 for 1928, and 129.8 for 1929. 
There is, in these figures, a clear 
indication of possible overequipment 
in 1929. However, if we assume the 
total value of machine tools in service 
to be 15 billions of dollars, and the 
normal annual output to be approxi- 
mately 3 billions of dollars, it requires 
only a simple calculation to show that 
the excess machine-tool equipment in 
place at the end of 1929 was probably 
worth less than 1 billion of dollars, 
whereas the annual obsolescence and 
wear on the machine tools in service 
probably exceeds 2 billions of dollars. 

A comparison of the two preced- 
ing approaches to the problem of 
overequipment in the manufacturing 
industries, indicates as close an agree- 
ment as could be expected. The first 
approach suggests a possible over- 
building of from 1 to 134 billions 
of dollars in specialized fixed assets at 
the end of 1929. ‘The second approach 
indicates that the amount of such 
overbuilding was a little over three- 
quarters of a billion dollars. And 
both estimates are to be compared 
with annual replacements, by reason 
of wear, obsolescence, etc., amounting 
to approximately 2 billions of dollars. 
The general conclusion is, therefore, 
that any general excess of industrial 
capacity that existed at the end of 


1929 has already been offset by obso- 
lescence. The depressed conditions of 
the past two years may have prevented 
the actual writing off of this obsolete 
equipment, but it 71s obsolete and 
should no longer be assumed to exist 
as a barrier to the installation of 
modernized machinery in connection 
with any upturn in business activity. 

Overbuilding in Public Utilities and 
Public Works.—When we turn next 
to the important field of the construc- 
tion required for the public services— 
transportation, communications, power 
and light, etc.—we find that these 
services are, in general, free from 
speculative inflation, and that forward 
building rarely exceeds the require- 
ments of economical provision for nor- 
mal growth in traffic or demand. On 
the whole, therefore, the excess con- 
struction of these public services is 
apparent rather than real and should 
be quickly absorbed into use with a 
return of normal business conditions. 

The final important group of con- 
struction activities concerns itself with 
public buildings and other public works. 
In this field, there is undoubtedly some 
justification for the feeling that public 
expenditures should be restrained in the 
interest of less burdensome taxation. 
However, it is difficult to say that there 
is any serious overbuilding of highways, 
and there is a growing appreciation of 
the possibilities that lie in the establish- 
ment of publicly, or semipublicly, 
controlled toll bridges and tunnels. 
In addition, there appear to be very 
special opportunities for the construc- 
tion of by-pass toll roads around the 
larger cities. 

Taking all the preceding items to- 
gether, it would appear that there are 
no positive barriers in the way of an 
immediate and substantial expansion 
of new capital activities. Construc- 
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tion, of all classes, is running at about 
30% of normal long-term physical 
volume—or at the rate, as near as can 
be judged, of about 3 billions of dollars 
per annum. Other new capital activi- 
ties are on a similarly reduced scale, 
as is evidenced by the fact that machine- 
tool orders are running at about one- 
third of normal levels. A combined 
increase in these two items, ranging 
from 3 to § billions of dollars for 
the next twelve months, should, there- 
fore, involve little danger of genuine 
overbuilding. 

Unnecessary Subsidies.—Closely re- 
lated to this question of possible over- 
building and excess capital equipment 
is the objection that the subsidies 
might be paid, in large part, on account 
of expenditures that would be made, 
in any case, without artificial stimula- 
tion. The most direct answer to this 
objection is that, if we assume that the 
bonuses paid during the earlier months 
of the operation of the plan would 
average 20% of total payments for 
wages and materials, with a downward 
tendency thereafter, and if we assume, 
further, that subsidies will not be 
allowed with respect to non-self-sup- 
porting public works, it is probable 
that the present rate of construction 
that might be subject to bonuses 
does not exceed 2 billions of dollars 
per annum—which would correspond 
to approximately 1,600 million dollars 
of wages and material, requiring bonus 
payments at the rate of 320 millions 
of dollars per annum. 

If we assume that business would 
be well on the road to recovery when 
the rate of construction had been 
increased to 6 billions of dollars per 
annum, it may be assumed that the 
required rate of subsidies will at such 
time have dropped to 10%, applicable 
to approximately § billions of dollars 
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of payments for wages and material, 
thus requiring annual subsidies at the 
rate of 500 millions of dollars. 

On the preceding basis, the problem 
of payment of subsidies for work that 
would otherwise be undertaken without 
subsidies, does not appear serious— 
and it still would not be serious, even 
if the average bonus were initially 
30%. If necessary, however, it would 
be possible to eliminate a large volume 
of bonus payments to the public service 
companies by providing that bonuses 
to such companies should be paid 
only with respect to construction and 
new capital operations in excess of 
those of the previous year, and that 
bonuses allowed on such excess con- 
struction should be at the average rate 
paid during the year on all other 
subsidized operations. 

The Long-term Trend of Capital In- 
vestment.—All the discussion up to 
this point has assumed that, while an 
overbuilt condition may exist for the 
moment, there has been no funda- 
mental interruption in the long-term 
trend of construction and new capital 
activities. ‘There are, however, some 
students of this special problem who 
suspect that there may be, following 
the present depression, a very pro- 
nounced long-term decrease in the rate 
of construction and of capital additions. 
Perhaps the most direct answer to this 
particular objection is that reconstruc- 
tion and replacement operations have 
hitherto normally constituted one-half 
or more of total capital activities. 
A decrease of even 50% in the rate of 
net capital additions would, there- 
fore, still leave gross operations at 
75% of their pre-depression normal. 
In other words, if the normal value 
of pre-depression operations was 10 
billions of dollars per annum, the new 
reduced normal would probably be 
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716 billions of dollars. On this basis 
it should, therefore, be possible to 
expand the scale of operations from 
the present 3 billions of dollars per 
annum, or less, to 714 billions of 
dollars, without risk of overrunning. 
The possibility that the future normal 
rate of new construction and new 
capital activities may be lower than 
in the past, therefore, is not an argu- 
ment against the stimulation of such 
activities during depression periods— 
although, as previously indicated, it 
may be a strong argument for discon- 
tinuing such stimulation before the 
activities in question have risen to 
pre-depression normal levels. A simi- 
lar consideration applies to the initia- 
tion of the bonus plan, which should 
not take place, during periods of declin- 
ing business, until the volume of new 
capital activities has fallen substan- 
tially, say 10%, below normal levels. 
The preceding considerations have 
their bearing on what is, perhaps, 
the most serious and _ well-founded 
objection to any plan for the forcing 
of a business revival by the stimulation 
of new capital activities. If the sub- 
sidy plan should once be established, 
there would almost certainly be popular 
pressure to continue the bonus pay- 
ments until some theoretical but wholly 
impractical level of employment be 
attained. There might also be pres- 
sure to continue such payments in 
spite of unjustifiable increases in costs 
of construction brought about by the ac- 
tion of material suppliers, contractors, 
and labor unions. If such pressure 
were not resisted, and if the natural 
laws of supply and demand should 
not function freely during the greater 
part of the business cycle, it seems 
clear that the remedy here proposed 
might readily become worse than the 
‘seaSe that it sought to cure. Under 


these circumstances, a condition might 
be set up that would lead in the end 
to a basic and fundamental liquida- 
tion, regardless of any efforts to control 
it. 

A Plan for the Present Emergency.— 
These undoubted difficulties and dan- 
gers in the plan make it necessary 
to think of it, for the time being, 
primarily as an emergency measure 
to be applied, under the most rigid 
of limitations and safeguards, for pur- 
poses of relief in the present crisis. 
It is to be hoped that emergency credit 
facilities, supplemented perhaps by a 
substantial volume of open-market pur- 
chases by the Federal Reserve Banks, 
may start so vigorous an upturn in 
business activity that subsidies for 
construction and new capital activities 
will not be required. However, if 
business activity hangs fire at present 
levels, or if popular and political pres- 
sure is increasingly applied for pro- 
grams of public works or for straight 
“doles,” then the plan here proposed 
may assume immediate practical im- 
portance. Itis of interest, therefore, to 
consider the specific form which it 
might take as an emergency measure. 

The first consideration, from this 
practical angle, is as to the political 
objections that may be raised to paying 
a “‘dole” to capital. To this criti- 
cism, there are several adequate an- 
swers. ‘The prime purpose of the plan 
is to supply added employment at the 
lowest possible cost to the Government, 
and the benefits to capital would be 
purely incidental. Furthermore, under 
a system of competitive bidding, there 
is little chance that the subsidies paid 
would, on the average, do more than 
offset the actual risks due to starting 
new operations in times of serious 
depression. And, finally, of course, if 
the plan promises real relief, there 
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would be small profit to the unem- 
ployed in opposing the scheme simply 
and wholly because it might offer some 
incidental advantages to capital. 

The next consideration, is, perhaps, 
as to the amounts that should be 
available for subsidies. As to these, 
it may be necessary to think in terms 
of 100 millions of dollars per month 
for a 6-months period, with an average 
of, perhaps, 50 millions of dollars per 
month for a further 6 or 12 months, 
This schedule would be on the assump- 
tion that the application of the subsi- 
dies might halve the time that other- 
wise would be required for the recovery 
of business to approximately normal 
levels. 

To meet the preceding requirements, 
it would, perhaps, be justifiable to 
borrow, say, 300 millions of dollars, and 
to supply the balance of the funds by 
means of special taxes calculated to 
produce 50 millions of dollars per 
month in tax receipts for allocation to 
the plan. The duration of the subsidy 
plan should, perhaps, be fixed in the 
initial authorization at, say, 12 months, 
with total subsidies limited to one 
billion dollars. Provision should, of 
course, be made for payments, after 
the expiration of the 12 months, on ac- 
count of bids accepted during that pe- 
riod. Furthermore, the special taxes 
should be continued for such period as 
might be necessary to retire any indebt- 
edness incurred on account of subsidies. 

Demands for the localization of taxes 
and subsidies may, perhaps, most con- 
veniently be met by treating each 
Federal Reserve District as a self- 
contained unit, and by allocating sub- 
sidy payments to the various districts 
as nearly as possible in proportion to 
actual or estimated receipts in each 
from the special taxes imposed for the 
purpose of the plan. 


The payment of bonuses, with re- 
spect to operations that would be 
undertaken without such payments, 
may be avoided to some extent by 
providing that public-service companies 
shall receive subsidies only with respect 
to expenditures on construction and 
reconstruction operations, during each 
quarter, in excess of those for the 
corresponding quarter of the preceding 
year—with a further provision that 
the bonuses on each quarter’s opera- 
tions shall be at the average rate pay- 
able on all other subsidized operations 
covered by bids accepted during that 
quarter. 

The immediate administration of the 
plan might be in the hands of special 
District Committees, appointed by the 
President, and quartered, for con- 
venience, at the Federal Reserve Banks 
of the several districts. 

Bids for new construction and new 
capital operations under the plan should 
be called for on or about the first of 
each month, with a statement of the 
amount available for subsidy payments 
in each Federal Reserve District on 
account of bids to be approved during 
that month. The classes of work, 
with respect to which bids may be 
tendered, should be defined by presi- 
dential order and announced in each 
call for bids. In general, the only 
classes of construction and new capital 
activities not entitled to bid for subsi- 
dies should consist of non-self-support- 
ing public works and those private 
operations that cannot readily be de- 
fined and audited for purposes of 
bonus payments. In practice, it will 
undoubtedly be possible to broaden 
the scope of the plan as the experience 
of the first two or three months of 
operations accumulates. 

Bids should be transmitted to the 
several District Committees through 
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local banks and financial institutions, 
with the certificates of such institu- 
tions that they believe the tenders to 
be made in good faith and that those 
making the tenders should be able 
to arrange the necessary financing. 

Subsidies should be payable only in 
case the bidders, in the judgment of 
the appropriate District Committees, 
have exercised due diligence in initiat- 
ing and carrying through the specified 
operations. The several Committees 
should have full authority within their 
respective districts to grant such exten- 
sions of time as, in their judgment, 
are justified. 

Actual payments of subsidies should 
be made only on the basis of sworn 
statements from the bidders as to 
actual disbursements for labor and 
materials, and these statements could 
perhaps be most conveniently certified 
and audited by auditors of the Bureau 
of Internal Revenue. 

Subsidies represented by bids can- 
celed in whole or in part should, at 
the discretion of the District Com- 
mittees, be added to the amounts 
available for subsidies in the succeeding 
month or months. 

Tendencies toward overbuilding may 
be minimized by granting preferences 
to reconstruction and rebuilding opera- 
tions, and to works invested with a 
public interest, such as the erection 
of hospitals, the elimination of grade 
crossings, etc. ‘The details as to such 
preferences should be determined by 
presidential order. Under this plan, 
reconstruction operations seeking 15% 
bonuses might be treated, for example, 
on equality with construction opera- 
tions seeking 10% bonuses. 

The Basic Concept.—The preceding 
outline attempts only to indicate the 
major considerations that apply to 
the problem of economic stabilization, 





397 


whether considered from the stand- 
point of pure theory or simply from 
that of emergency relief in the present 
crisis. 

The basic concept is that, in any 
economic system, there tends to be 
a fixed, or only very slowly changing, 
occupational distribution between those 
who work on construction operations 
and the production of capital goods, 
and those who work on the production 
of goods for current consumption. It 
is a matter of common observation, 
as well as of economic theory, that 
this distribution cannot suddenly be 
changed. In other words, it is quite 
clear that recovery from a_ business 
depression cannot be brought about by 
shifting a large proportion of construc- 
tion workers to activities connected 
with current consumption. Further- 
more, it is very certain that normal 
business activity cannot exist when 
construction and new capital activi- 
ties are seriously depressed—and, in 
the reverse direction, it appears practi- 
cally, although, perhaps, not theoreti- 
cally, impossible for depressed business 
to exist when new capital activities 
are normal. 

Under these circumstances, it would 
appear that the business cycle can be 
subjected to control, provided only 
that the method here suggested, or 
some other, may be relied upon to 
assure a reasonable uniformity in con- 
struction and new capital activities. 
In this connection, it should be noted 
that the possibility of some waste in 
construction, and in new capital invest- 
ment, constitutes no fundamental argu- 
ment against stabilization or against 
an emergency stimulation of business 
revival. The real cost of even a 
moderate business depression is, per- 
haps, not less than 10 billions of 
dollars, while, as has been indicated 
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before, the cost of the present de- 
exceed 


pression will very probably 

50 billions of dollars. As against such 
money costs, which make no allow- 
ance for the more serious elements 


of human distress, the maximum cost 


of stabilization, per business cycle, 
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in excess construction and new capital 
investments, should very certainly be 
less than 2 billions of dollars. Fur- 
thermore, this latter sum should be 
more than offset by even relatively 
minor economies resulting from greater 
uniformity in production. 
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